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(Mhereupon, end of in
camera proceedings.)

JUDGE BRODSKY: And be sure that the court
reporter gets three copies of each of those admtted
exhi bits.

MR. KAM NSKI: Certainly.

JUDGE BRODSKY: Who's going to take the next
set of cross?

MS. SCARSELLA: Staff will proceed, your Honor.

JUDGE BRODSKY: Very well. Please proceed.

CROSS- EXAM NATI ON
BY
MS. SCARSELLA:

Q Good morning, M. O Connor

A Good norning.
Q My name is Carla Scarsella and | represent
staff. | just have a couple questions for you.
If I could direct you to Nicor Gas

Exhi bit 34, your surrebuttal testimny, Pages 13 and
14; and in particular, Lines 306 through 313.

In that portion of your testinmony,
isn"t it correct that your response is Staff Wtness
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Struck's testimony regarding the Comm ssion's order
in Docket 87-0262.

A Yes, that is correct.

Q Begi nning on Line 309, you indicate that
M. Struck dism sses your cite to Docket 87-0262 as
not being relevant because the intervenor proposal
that staff opposed would have required all rate base
items to be presented on a 13-nmonth average basis,
which M. Struck says he is not proposing?

A Can you ask the question?

Q Sure.

Isn"t it correct that beginning on

Line 309 you indicate that M. Struck dism sses your
cite to Docket 87-0262 as not being relevant because
the intervenor proposal that staff opposed would have
required all rate base itens to be presented on a
13-mont h average basis which M. Struck says he is
not proposing?

A That is correct.

Q Do you have a copy of M. Struck's rebuttal
testimony, M. O Connor?

A No, | do not.
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MS. SCARSELLA: May | approach, your Honor ?
JUDGE BRODSKY: You may.
BY MS. SCARSELLA:

Q | f you turn to Page 10 of M. Struck's
rebuttal testimony, Line 186, isn't it correct what
M. Struck actually states is |I am not proposing a
13-mont h average be used for all rate base itens for
every type of rate base presented regardl ess of
whet her the company chooses a historical test year or
a future test year?

A That is correct.

Q So isn't it correct then that M. Struck
di stinguished his proposal in this case fromthe
i ntervenor proposal in Docket No. 87-0262 not only
because the intervenor proposal would have required a
13-month average for the rate base itenms but also
because intervenor proposal would have done so
regardl ess of whether the company proposes a
hi storical test year or a future test year?

A | don't understand the question.

Q Al right. 1'll restate it.

A Thank you.
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Q Isn't it correct then M. Struck
di stingui shed his proposal from the intervenor
proposal in Docket No. 87-0262 in two ways: The
first way being the intervenor proposal in that
docket would have required a 13-month average for the
rate base items; and the second way, the intervenor
proposal woul d have done so regardl ess of whether the
conmpany proposes an historical test year or a future
test year?

A | agree on the first part.

| need to read this more carefully on

the second part, if you can bear with nme.
Q Sure.
A Can you ask the second part of the question

one nore tinme.
Q Sur e can.

The second way M. Struck
di stingui shes his proposal from the intervenor
proposal in Docket No. 87-0262, was that the
intervenor proposal would have done -- would have --
let me -- give me a moment. |'Ill rephrase it.

M. Struck distinguishes his proposal
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in this docket from intervenor proposal in Docket

No. 87-0262 because the intervenor proposal would
have done so regardl ess of whether a conpany proposes
an historical test year or a future test year.

A | don't know the answer to that question.

MS. SCARSELLA: All right. Staff has nothing
further. Thank you.

JUDGE BRODSKY: Okay. And then ELPC.

CROSS- EXAM NATI ON
BY
MS. BUGEL:

Q M. O Connor, with regard to the
uncol I ecti ble expenses that Nicor proposes to recover
through Rider 6 gas supply cost, are those supply
expenses or distribution expenses?

A They are gas expenses, soO in that sense,
they are supply expenses.

Q And Nicor then is proposing that it is
appropriate to address these supply expenses in this
proceedi ng?

A Can | clarify the previous question. [ m
not quite sure of how to distinguish between supply
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and distribution expenses, so let me say | don't know
the answer to the question.

Q M. O Connor, could | please draw your
attention to Nicor 12-A, Page 28, Lines 620 through
626.

A Page 207

Q Page 28. | apol ogi ze. Page 28.

A Li nes?

Q Li nes 620 through 626.

A Yes.

Q Is it correct that in this testinony you

state that the portion of uncollectible expenses
attributable to gas supply are a gas supply cost?

A They are a gas supply cost. That is
correct.

Q So is it appropriate then to address this
portion of uncollectible expenses that are
attributable to a gas supply cost in this proceedi ng?

A Coul d you ask the question again?

Q s it appropriate to address this portion
of uncollectible expenses that are attributable to
gas supply in this proceedi ng?
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MR. RI PPI E: | object to the question. As
phrased, it appears to nme to quite likely call for a
| egal conclusion as to the appropriate scope of the
proceedi ng.

| f Ms. Bugel does not intend to do
that, | think she could easily rephrase the question
so that it wouldn't -- so |I wouldn't have an
obj ecti on.

MS. BUGEL: Okay.

BY MS. BUGEL:

Q I s Nicor proposing in this proceeding to
recover these uncollectible expenses attributable to
a gas -- attributable to gas supply through Rider 6
gas supply cost?

A Ni cor is proposing to recover through
Ri der 6 the portion of uncollectibles associated with
cost of gas.

Q Thank you.

M. O Connor, uncollectible expenses,
is that another way of saying the portion -- these
are bills that Nicor has submtted to its customers
that they have not paid?
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A In a general sense, you are correct.

Q And recovering these expenses through
Ri der 6 means that they will be covered by custoners
who are paying their bills?

A Recovering the gas portion of those
uncol | ecti bl es through Rider 6 means that people who
normal |y pick up charges under Rider 6 will pick up
that portion, that is correct.

Q Who are people who normally pick up charges

under Rider 67?

A Sal es custoners.
Q And - -
A In a general sense. There are m nor

exceptions.

Q Okay. And those customers then would be
payi ng more when uncoll ectibles increase?

A More than what?

Q Okay. As uncollectibles increase, the
portion of uncollectibles being recovered through
Ri der 6 would also increase?

A Can you restate that?

Q Those custonmers who are through -- from
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whi ch uncoll ecti ble expenses are being recovered
t hrough Rider 6, as uncollectibles increase, the
charge being passed through to themincreases?

A Yes. That would be a reasonabl e
assunption.

Q And then the converse would be true: As
uncol | ecti bl es decrease, the charge being passed
through to those custonmers woul d al so decrease?

A Agai n, a reasonabl e assunption.

Q | would like to draw your attention to
Ni cor 12-A, Page 29, Lines 657 to 664. Do you have
that in front of you?

A Yes, | do.

Q s it accurate to say Nicor uncollectible
expenses are al so burdensome for Nicor?

A That is a correct statenent.

Q And is it then accurate to say that it is
beneficial to Nicor if uncollectible expenses
decrease?

A That is correct.

Q Let me direct you to your testimony 12-A

Page 25, Lines 570 to 572 where you tal k about
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uncol l ectible being |argely a function of gas costs.
Do you have that in front of you?
A | have that portion of the testinony in
front of me, yes.
Q When gas supply costs increase,

uncol I ecti bl e expenses also increase; is that

correct?
A That is correct.
Q So is it accurate to say that custonmer's

bills are increasing when gas supply costs increase?

A In a general sense, yes.

Q And when customers' bills increase, it is
nore |ikely that there will be customers who do not
pay their bills?

A Again, in a general sense, yes.

Q And the converse then would also be true in
a general sense, when custonmers bills are decreasing,
nonpayment al so decreases?

A That is correct.

Q M. O Connor, if means are taken to reduce
customer's gas bills, would that also reduce

uncol | ecti bl e expenses?
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A ' m sorry, could you ask that
agai n?

Q This is an extenuation of
t hen.

| f
customer's bills

| ower, would tha

means are taken to

guestion

the | ast questi

reduce

on

, means are taken to make gas bills

t reduce uncollectible expenses?

A Can you el aborate on means to reduce

customer's gas b

ills?

Q Anyt hi ng t hat

I don't know what you mean.

happens to reduce customer's

gas bills so their gas bills are | ower, whether it
gas supply costs going down or some ot her means of
reducing bills, would that reduce uncoll ectible
expenses?

A A meani ngful reduction in custonmer's gas
bills should reduce the overall uncollectibles.

MS. BUGEL: Thank you. | have no further
guesti ons.

JUDGE BRODSKY: Redirect -- or, excuse me, do
you have questions?

Redi rect?
MR. RI PPI E: Can | have two m nutes? |s that

S
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possi bl e?
JUDGE BRODSKY: That's fine. W'l pause but
not take a break.
(Wher eupon, a brief recess
was taken.)
JUDGE ARI DAS: Are you ready, M. Rippie?
MR. RI PPI E: |'"'mready. Thank you very nmuch.

REDI RECT EXAM NATI ON

BY
MR. RI PPI E:
Q M. O Connor, do you recall being exam ned

by Mr. Kam nski of the Attorney General's Office with
respect to a document which he marked as Attorney
General's Cross Exhibit No. 27
A Yes, | do recall.
Q ' m going to ask you one specific question
about one line of that exhibit only.
| would ask you to please refer to the
line on AG Cross Exhibit 2 cross referenced to
Schedule G-7. | believe it's the second |line of that
document .
And to conpare it once again to the
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projected settlement of the 263-A claimshown on
Schedule G 7 and tell me whether the two numbers are
the same?

A |'m sorry, | lost the |ast part of that
guestion. Could you ask it again.

Q "1l break it up.

Second line of AG Cross Exhibit G 2.
Do you see that?

A Yes.

Q Can you tell ne what the amount of that
line says?

A It says $84, 881, 000.

Q And if you refer to Schedule G-7, Line 10,
what is the stated amount of the projected settl ement
of the 263-A clainP

A The anmount shown on Line 10 is $84, 834, 000.

Q Are those two nunbers the same?

A No, they are not.

Q As now just focusing on G 7, has the stated
84,834,000 number been updated by the company since
t he original subm ssion of the 263-A data?

A Yes, it has.
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Q Has that update been provided to the
Attorney General's Office as well as all the other
parties in this case?

A Yes, it has.

Q What approximately is the amount of the
updat ed number ?

A $66.9 million.

Q Do you recall questioning from M. Kam nski
about updates to the gas in storage conmponents of
rate base and various uncollectibles amunts?

A | do.

Q Do you recall testifying that in your view
t hose were not selective updates of Nicor Gas
forecasts?

A | do.

Q Could you tell the Adm nistrative Law
Judges why they're not selective updates of Nicor
Gas's forecasts.

A During the period for filing our original
285 in November, two, what | would | oosely classify
as two exogenous items were updated in our forecast.
One being the cost of equity and the other being the
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cost of natural gas both of which are outside control
of Nicor and are nore market driven.

We updated both of those market driven
items based on data avail able as of February 7, 2005.

Q Why did the company pick February 7 of
20057

A It was -- the date of February 7, 2005, was
originally selected by staff of the Comm ssion for
them to update the cost of capital -- the cost of
equity.

In an effort to narrow the differences
bet ween the parties, we agreed to that date for
updating the price of natural gas al so.

MR. RIPPIE: That's all | have.
Thank you very much.
JUDGE BRODSKY: Recr oss.
MR. KAM NSKI : Yes, your Honor.
RECROSS- EXAM NATI ON
BY
MR. KAM NSKI :
Q M. O Connor, you were just questioned
regardi ng AG Cross Exhibit No. 2, specifically in its
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relation to the numbers in Schedule G- 7, correct?

A That is correct.

Q Looking at Line 9 of Schedule G 7, does
that indicate that there is a $47,000 negative figure
under Col um D?

A Yes, it does.

Q And does Line 7 indicate a positive nunber
of 800 -- I'm sorry, $84,834, 0007

A Are you - -

Q Under Col umn D?

A That is correct.

Q So in order to go froma negative 47,000 to
an 800 -- I'm sorry, 8 -- strike that.

In order to go froma $47,000 deficit
to an $84, 834,000 positive nunber, you would have to
have added $84, 881, 000, correct?

A Can you restate the question?

Q In order to increase Column D from a
negative $47,000 to a positive $84,834,000, you would
have to increase Column D by a figure of $84, 881, 000,
correct?

A | believe your math is correct, yes.
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MR. KAM NSKI: At this tinme | would like to
renew my request to admt AG Cross Exhibit No. 2.

MR. RI PPI E: Can | have one re-redirect
guesti on, your Honors. In fact, I'mnot going to
object to the exhibit. | mean what - -

JUDGE BRODSKY: You are or are not --

MR. RI PPI E: | am not going to object to the
exhibit, but | do have a re-redirect question on the
guestion M. Kam nski just asked.

JUDGE BRODSKY: Okay. |If there's no objection
then AG Exhibit 2 is admtted.

(Wher eupon, AG
Exhi bit No. 2 was adm tted
into evidence.)

JUDGE BRODSKY: Before we get to re-redirect
was there anything further from M. Kam nski?

MR. RI PPI E: Sorry about that.

MR. KAM NSKI: No, | have nothing further.

JUDGE BRODSKY: O fromeither staff or ELPC?

MS. BUGEL: Not hing further.

MS. SCARSELLA: Staff just has one clarifying
guesti on.
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JUDGE BRODSKY:  Okay.
RECROSS- EXAM NATI ON
BY
MS. SCARSELLA:

Q M. O Connor, you stated that with respect
to updates to cost of capital, that the conpany had
agreed with staff, | believe is what you said, as to
a certain date.

Can you tell us -- say who you agreed
wi th?

A No, let me clarify.

| said that the staff had selected a
date of February 7th to assess their cost of capital.

In the interests of narrow ng the
differences, we chose February 7th to update our
request -- our file for the price of gas.

MS. SCARSELLA: That was it. Thank you.

JUDGE BRODSKY: Okay. M. Rippie.
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FURTHER REDI RECT EXAM NATI ON

BY
MR. RI PPI E:
Q | have one nmore question for you

M. O Connor, about Schedule G as in George, 7.
The numbers appearing on Lines 2
t hrough 13, the monthly numbers, are those cunul ative
bal ances or are they the change in that given nonth?
A They are the change in the given mont h.
MR. RIPPIE: Thank you. That's all | have.
JUDGE BRODSKY: Okay. Anything further for
this witness?
Thank you, M. O Connor.
THE W TNESS: Thank you.
JUDGE BRODSKY: All right. At this time we're
goi ng take a 15-m nute recess.
We will be back here at 11:00 o' cl ock.
Thank you.
(Wher eupon, a brief recess
was taken.)
JUDGE BRODSKY: Let's get started again.

Just notation, for the benefit of the

186



10

11

12

13

14

15

16

17

18

19

20

21

22

record,

exhi bits

identified them as just

benefit

ri ght.

wi t ness?

next

heari ng

I think at

ti mes

was referring to the

-- the cross exhibhits as the AG had

of the record,

I s Nicor

MR. RI PPI E:

witness is Dr.

room and at

those are the sane thing.

AG exhibit, so for the

prepared to call the next

Yes, your Honors. The company's

Kennet h Gor don. He is in the

the witness' station now.

(Wtness sworn.)

KENNETH GORDON,

Al |

havi ng been called as a witness herein, after having

been first

duly sworn,

Woul d you please state and spell your ful

K-e-n-n-e-t-h, Go-r-d-o-

foll ows:
DI RECT EXAM NATI ON
BY
MR. RI PPI E:
Q
| egal name for the reporter.
A Kennet h Gor don,
Q And Dr. Gordon,

by whom are you enpl oyed

was exam ned and testified as

n.
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and in what position?

A | am self-enployed but | work in
association with NERA Consulting Econom sts, a
consulting firm

Q Have you prepared or caused to be prepared
under your direction and control for subm ssion to
the Illinois Conmerce Comm ssion in this docket
surrebuttal testimony?

A Yes, | have.

Q Has that surrebuttal testimny been filed
with the Comm ssion's e-docket system as Nicor Gas
Exhi bit 35.07

A My understanding that it has.

Q If I were to ask you the same questions as
appear in Exhibit 35.0, would you give me the same
answers today?

A Yes.

Q Dr. Gordon, have you prepared or caused to
be prepared for subm ssion to the Comm ssion in this
docket rebuttal testinmony?

A Yes.

Q s it your understanding that that rebuttal
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testi mony has been designated Nicor Gas Exhibit 19.0
and filed on the Comm ssion's e-docket systenf

A Yes.

Q Wth the exception of any corrections or
updates in the surrebuttal testinmony, would you give
me the same answers as you gave in your rebuttal
testi mony Exhibit 197

A Yes.

Q Did you al so prepare or cause to be
prepared under your direction and control rebuttal --
I|"msorry, direct testimny for subm ssion to the
Comm ssion in this docket?

A Yes.

Q Was that testimny designated Exhibit 2.07?

A Yes.
Q Were there erratas prepared to Exhibit 2.07?
A There were several .

Q Were there also Attachments 2.1 through 2.7
to Exhibit 2.07?

A Yes, there were.

MR. RI PPI E: Your Honor, the erratas have been

filed on e-docket as of -- the |latest as of yesterday
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and the nost recent errata was also provided to all
the parties in the hearing room on a single page.
BY MR. RI PPIE:

Q Dr. Gordon, again, subject to any
corrections or updates made in your surrebuttal or
rebuttal testimony, were | to ask you the sane
guestions as appear in your corrected direct
testimony, would you give nme the sanme answers today?

A Yes. Yes.

MR. RIPPIE: That's all the questions | have
for you today, sir.

And of course subject to
cross-exam nation, | would offer into evidence Nicor
Gas Exhibits 2.0, 2.1, 2.2, 2.3, and 2.4, 2.5, 2.6,
2.7, 19.0 and 35.0.

JUDGE BRODSKY: Any obj ection?

Hearing none, then those exhibits are

adm tted subject to cross-exam nati on.
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(Wher eupon, Nicor

Exhibits 2.0, 2.1, 2.2, 2.3, 2.4,
2.5, 2.6, 2.7, 19.0 and 35.0 were
admtted into evidence subject to
Cross-exam nation.)

JUDGE BRODSKY: Who wi shes to proceed?

MS. SPI CUZZA: Your Honor, | would like to
proceed, pl ease.

JUDGE BRODSKY: You may do so

MS. SPI CUZZA: Thank you.

CROSS- EXAM NATI ON
BY
MS. SPI CUZZA:

Q Good morning, Dr. Gordon. ' m Assi st ant
State's Attorney Marie Spicuzza. l'd Iike to ask you
a few questions, please.

Woul d you agree that today the prices
that Nicor's customers pay for their natural gas
service are based on both embedded costs and
conpetitively determ ned comodity charges?

A That's ny understandi ng.

Q So is it correct to say that today
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consumers are basing their consumption decisions on
the prices that Nicor charges?

A That would be the case.

Q Dr. Gordon, are you famliar with the work
of WIlfredo Pareto?

A Generally, yes. I"mtrying to think of the
last time | read somet hing by Pareto, but generally,
yes.

Q And is WIlfredo Pareto credited with Pareto
Optimality?

A | woul d suppose so, although I haven't
| ooked at history of econom c thought nuch lately.

JUDGE BRODSKY: Just for the benefit of the
record, pardon me, but that's P-a-r-e-t-0?

MS. SPI CUZZA: Yes. Thank you, your Honor.

BY MS. SPI CUZZA:

Q When econom sts refer to a situation as
Pareto optiml, would you agree that they generally
mean that this is a situation in which no one
i ndi vidual can be nmade better off without making any
one else worse off?

A That generally is the definition of Pareto
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optimality. It's not a unique point however.
Q Thank you, Doctor.
l'd like to turn to your testinony or
I"mreferring to your testinmony here, Exhibit 35,
Li nes 150 to 153, and |I'm paraphrasing.
| believe you're testifying here that
the benefits of marginal cost pricing may accrue to
society as a whole in that reference
s that correct?
A Can you give nme the reference.
Q Yes.
Page woul d be hel pful if you have it.
Q It is --
MR. RIPPIE: 6.
THE W TNESS: Thank you. | got it. \What |ine?

MS. SPI CUZZA: Lines 150 to 153 and it's Page

THE W TNESS: Okay. The pagi ng has changed
very lightly, the lining, rather.
BY MS. SPI CUZZA:

Q Okay. But are you saying --

A l'"min ny direct testinony and |I'm on Line
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156 and | have not hing.

MR. RIPPIE: Surrebuttal.

THE W TNESS: Surrebuttal. | m sheard you.

"' m sorry. I"ma bit hard of hearing and the echo
someti mes bl ocks those out.

MS. SPI CUZZA: Sorry.

THE W TNESS: Okay.

BY MS. SPI CUZZA:

Q And are you testifying at Lines 150 to 153
of your surrebuttal that the benefits of marginal
cost pricing may accrue to society as a whol e?

A That woul d be the case.

Generally all of society benefits when
you nove to a Pareto optimality. Distribution of
those benefits is a separate issue.

Q Okay. Now, Dr. Gordon, are you famliar

with Calder-Hicks criterion?

A | would be hard put to state it. Been too
| ong since | have been an academ c.

Q So --

A The answer is generally |I was, but |I'm not

prepared to state it in detail here.
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Q Then, if you know, would you agree that the
Cal der and Hi cks conmpensati on tests exam ne the
effects of a welfare change fromthe gainer's and
| oser's point of view?

A | woul d suppose it could be used to do
t hat .

Q And, Dr. Gordon, have you performed or

di scussed any Cal der and/or Hi cks conpensation tests?

A | know of no one who has, including me.
Q In this proceeding you haven't done that?
A Actually I know of no one who has in an

enpirical place anywhere
Q Okay. Thank you.
Now, did you perform any other tests
of the welfare impacts of changing pricing
met hodol ogies in this proceeding?
A What | did was advanced the principle of
steps that the Conmm ssion should take to i mprove

wel fare; that is to say moving prices toward margi nal

cost, that will in my judgment improve soci etal
wel f are.
Q Dr. Gordon, when you were asked in a data
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request -- excuse ne.

You cited a paper, in both your
rebuttal in a footnote at Page 18 and your
surrebuttal at Page 7, you cited a paper authored by
Calvin Lancaster?

A | did cite that paper.
Q Thank you.

And when you were asked in a data

request to provide that docunent, you were not able

to do so; is that right?

A ' m not sure whether counsel has produced
t hat document or not. | have a copy of that
document . | have since obtained a copy of that

docunment and | understand it's available for nore
general distribution.

MS. SPI CUZZA: That's correct. That
document -- but | don't believe it was turned over in
a data request counsel, if you know?

MR. RI PPI E: No. As | understand the issue
with this document is that the original is avail able,
but it is a copyrighted document and the copyri ght

hol der could not be -- we couldn't get consent from
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the copyright holder to have it.

A request was made to one of nmny
partners to have this here today and we do have the
original avail abl e.

MS. SPI CUZZA: Thank you, counsel . | just
wanted to clarify that for the record.

| have no further questions, Doctor.
Thank you.

JUDGE BRODSKY: Okay. And |1 EC.
MR. ROBERTSON: Yes, sir.
CROSS- EXAM NATI ON
BY

MR. ROBERTSON:

Q It's still morning. Good morning,
Dr. Gordon. My name is Eric Robertson. | represent
the Illinois Industrial Energy Consuners.

And it is my understandi ng based on ny
revi ew of your surrebuttal testimony that you
acknowl edge that Nicor proposes to use an enbedded
cost of service study to allocate revenue
requirements to the classes in this case; is that

correct.
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A ' m aware of that, yes.

Q Now, is it also true to say that it was the
gi st of your direct testimony that the cause of
efficiency is best served by using a marginal cost of
service study?

A That's correct.

Q Now, are you aware that there are several
versi ons of embedded cost of service studies that
have been advanced by Nicor and other parties in this
case?

A ' m aware of the one that they advanced --

Q Al'l right.

A -- in this case.

Q Al'l else equal, if there was a margina
cost study in this case that approxi mated or cane
close to approximating the results of the marginal
cost study that you supported, would you favor its
use as opposed to the use of other enbedded cost
studies in order to promote efficiency?

A | would prefer to see the marginal cost
approach be the basis of the rates.

Q So if the enbedded cost of service study
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produced the same results as the margi nal cost study,
you have indicated that you would prefer to use
mar gi nal cost for the --

A Yes. The reason is that it may not al ways
| ead to that happy circunstance.

Q And that's what |I'mtal king about.

I n your opinion, in the unhappy
circunmstance of the use of enbedded cost, would you
prefer to use an embedded cost study that
approxi mated the results of the marginal cost study,
woul d that be nore likely to pronote efficiency in
your opinion?

A Can you restate that, please?
JUDGE BRODSKY: M. Robertson, could you use
the m crophone, please.
MR. ROBERTSON: Thank you. Could the reporter
read it back?
(Wher eupon, the record was
read as follows: |In your opinion,
in the unhappy circunmstance of the
use of embedded cost, would you
prefer to use an embedded cost
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THE W TNESS:
guestion it's a |

exactly to answer.

study that approximted the
results of the marginal cost
study, would that be nore |ikely
to pronote efficiency in your
opi ni on?)

The way you have phrased the

ttle hard for nme to know what

My previous question was that | woul d

prefer to rely on

prices on.

a margi nal cost study to base the

MR. ROBERTSON: Correct.

BY MR. ROBERTSON:

Q But the company has not taken that position

in this case.

A That's right. That's correct.

Q So we are now left with an unhappy

circumst ance where enmbedded cost will be used.

And

choice i s between

approxi mates the results of

and embedded cost

my question to you is, if the
an embedded cost study that
t he marginal cost study

study that does not approxi mte
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those results, which study would you prefer?

A Now | understand the questi on.

| woul d prefer -- between the two?
Q Yes.
A On principle there's no basis that | can

think of to choose between them, so it would be a
result-oriented decision and frankly my comments
haven't been directed at the results. They have been
directed at the process that underlies it.

That woul d be for the judgment of the
Comm ssion really. It would be a judgnment call for
t he Comm ssioners.

Q All right. And so if | understand your
testimony, the principle is more inportant than the
result?

A Both are important, but it would be ny
expectation that over a period of time operating with
correct principles is more likely to generate results
that are consistent with efficiency than pursuing
wrong principles.

Q So if the results were the same or
approxi mately the same or approximati ng one anot her,
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and the choice was to use an enbedded cost of service
study that approximated the results of the margi nal
cost in the short term and to use -- or to use an
embedded cost of service study that didn't

approxi mate those results, you would indicate that it
woul dn't make any difference to you which study was
used; is that correct?

A From an economc -- from a pure econom st
poi nt of view |I have no basis to choose between them.

If I were a Comm ssioner, | probably
would try to follow as close to where margi nal cost
woul d have led us to.

Q Now, is it your position that it is
reasonable to use margi nal cost to guide pricing
deci si ons?

A Yes.

Q And is it your position that this is
especially true when it comes to tail block pricing?

A That's a price that people see readily and
can adjust to, so yes.

Q Now, | take it that you believe that using
mar gi nal cost as a guide to pricing decisions is
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i mportant and not only for tail block pricing but for

other rate elements as well; is that correct?
A Yes.
Q And would it be reasonable as well to use

mar gi nal cost as a guide for pricing storage service,
for exanple?

A |'"m not fam liar enough with how storage
service works to know, but, in a general sense,
woul d want to | ook at the incremental cost.

How t hat woul d be derived and

cal cul ated, | don't know.

Q And that would be consistent with the
principles that you and | tal ked about earlier, is
that correct, as far as efficient pricing from an

econom ¢ point of view is concerned?

A It should unless there's something about
storage that | don't understand.
Q Now, when you use the phrase especially for

tail blocks in your testinony at Exhibit 35, Page 6,
Line 138 to 139 --

A Page 6 of which testinony?

Q Exhi bit 35 in your surrebuttal.
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A Surrebuttal, okay. Page 6. Okay. | have
it. MWhat |ines?

Q 138 to 139. That's where you say it's
reasonable to use margi nal cost as a guide for
pricing decisions, especially when it cones to tail
bl ock pricing.

A | see that.

Q Okay. Now, when you use the phrase
especially for tail blocks, is that partly because
you consi der that rate conponent to be the nost

el astic rate conmponent of the rate?

A It may well be. I haven't done any studies
but | would expect that it would probably be.
Q Now, do you agree generally that the

customer charge is usually the | ess elastic component
of the rate?

A That is probably the case.

Q Now, if the current tail block were bel ow
mar gi nal cost, the tail block in Nicor's current
rates, does that mean that Nicor would be | osing
money if that customer used nore gas?

A Tal ki ng about the marginal cost of delivery
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service now or the marginal cost of the whol e package
i ncluding gas?

Q Well, if your answer woul d differ depending
on what it is.

A l'"m just trying to see what situation
you' re positing.

Q All right. G ve me the first circunstance

agai n, please.

A |f the price is less than the margina
cost .
Q Yes.
Yes, then each additional -- or to the --
or the conbination thereof of -- well, gas is tricky
because as | understand it there are separate --

handl ed separately.
But yes it would be incurring nore in
the way of costs than in the way of revenues.

Q Al'l right. And |leaving aside the conmodity
portion of the rate, if the tail block applies to
delivery service, they would likely be |osing nmoney
on the service to that customer the nore gas the
customer used?
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A Yeah to the extent that the customer using
more gas meant the consunmption of more delivery
services and they were paying |less than the cost of
it, that would be the case.

Q Now, are you aware based on your review --
you reviewed the company's order from the | ast case?

A | did not.

Q You did not.

Are you aware of whether Nicor is
attempting to discourage | arge industrial or

commerci al customers from using nmore gas on their

systenf
A " m not aware of that.
Q Are you aware that Nicor has actually

extended anti-bypass rates or contracts for |arge
customers in order to prevent them fromleaving the
Ni cor systenf

A Not specifically aware of that. | may have
seen it in |ooking over materials in preparation, but
" mnot renmembering it specifically.

Q Woul d you be willing to accept as a
hypot hetical that the company is offering -- offers a
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Rate 17 to customers?

A That woul d have to be subject to check as a
hypot heti cal .

Q Al right. | f you would accept that
subject to check and would you accept that the
pur pose of that rider -- one of the purposes of that
rate is to prevent customers from bypassing the NI Gas
systenf

A That woul d probably be the purpose.

Q Now, is there any inference that one can
draw from Nicor's extension of rate such as Rate 17
to prevent bypass and Nicor's current tail block rate
for its large customers?

A Can you rephrase that, please, the |ast
part. The question part.

Q What inference m ght one be able to draw
fromthe fact that Nicor is offering a Rate 17 as an
anti-bypass rate to | arger customers, what inference
can be drawn fromthat in relation to the level of
Nicor's current tail block rate?

A Wt hout -- | couldn't draw an inference
wi t hout | ooking at the numbers.
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Q What woul d you need to | ook at, what the
| evel of the rate was?

A | need to know what the levels of both
rates were. Possi bly other information as well if |
were perform ng anal ysis.

Q Now, at Page 24 of Nicor Exhibit 2.0, your
direct testinmny --

A Okay. Page what?

Q 24,
A Okay. | have it.
Q Now - -

A What |ine?

Q We're going to talk to you about your
guestion and answer that begins at Line 470.

A Okay.

Q Those criteria for setting public utility
rates, how | ong have those criteria existed?

A " m not sure when the first edition of
James Baunbright's price book cane out. It was a
whi | e ago.

Q Was it before the popularity of or the use

of marginal cost pricing for setting electric and gas
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rates?

A Actually 1I'd be hard to answer that because
the use of margi nal cost spread over tine. "' m not
sure when the first example was. Probably before.

Baumbri ght would probably be older. Then it became
common in regulated settings anyway.

Q Wasn't it -- isn't it true that marginal
cost pricing became popul ar after the passage of the
PURPA | aw?

A The PURPA | aw certainly encouraged the
adoption of marginal cost principles.

Now, nore broadly in the economny,
mar gi nal cost pricing is long accepted as leading to
optimal and efficient results. And so it's a
t hought, I think, for a long time was that perhaps
t hese principles could be translated over to the
regul ated sphere, but that -- |I'd be surprised if
there were no cases precedi ng PURPA, but certainly
PURPA was a big step toward encouragement.

Q These criteria can also be inmplied --
applied to use of embedded cost study, can they not?

A The Baunmbright principles here.
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Q Yes. The one you discuss at 474 to 4807?
Yes, in a narrow sense.

Let me explain what | mean by that.
For exanple, take the first one, consumer rationing.
Cost - based rates provide the signal for customers to
bal ance the benefits, i.e., whether they decide to
whet her to buy or not.

In my view, if enbedded costs are the
basis, then that signal will be distorted. It
certainly will send a signal but it won't be a signal
that is consonant with pursuit of efficiency.

Q Would it be safe to say that enbedded cost

can address these principles but in your opinion not

as well as marginal cost?

A That's correct.

Q Now, woul d you agree that if the choice
were between using -- let's |leave margi nal cost out

of the picture all together.

| f the choice were between using an
embedded cost of service study for revenue allocation
and using no cost of service study for revenue

al l ocation, would you prefer to use embedded -- the
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results of the embedded cost of service study in
order to --

A ' m not sure what it means to use no study
what soever, then allocate. You'd have to do
something to do it. You'd have to collect figures
and have a decision process of some sort for saying
where those nmoni es go, and that would amount to an
embedded cost of service study unless it were
built -- unless the analyst built on marginal
principles.

Those are the choices. | assume they

woul dn't do it randomy.

Q Li ke throwi ng darts?

A Par don?

Q Li ke throwi ng darts?

A One woul d hope not.

MR. ROBERTSON: That's all | have. Thank you.

JUDGE BRODSKY: Any questions?
JUDGE ARI DAS: No.
JUDGE BRODSKY: Okay. Just one from ne,

Dr. Gordon.
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EXAM NATI ON
BY
JUDGE BRODSKY:

Q Al t hough the vernacul ar connotation is --

A ' m sorry?

Q Al t hough the vernacul ar connotation of the
termis quite obvious, could you define society as
you were using the termin your testimny as an
econom st.

A Soci ety would nean the whole rel evant
economy in which this industry and others are
embedded.

And the reason is that there may be
spillovers to -- there will be effects on other
peopl e's consunmpti on when they see correct prices.

So it would be the U S. econony, for
exampl e, as a whole, in principle the world econony,
but in reality you'd be probably a little bit
narrower than that.

The point is sinply that resources
that could be being used elsewhere in the econony or
di fferent things that people could be consum ng have
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to be considered and that's what setting prices equal
to margi nal cost essentially does. It forces people
to see the consequences of their actions.

Q So are you speaking specifically to the set

of Nicor customers?

A Certainly includes the set of Nicor
customers, and that would be -- this would be where
the primary impact was in all |ikelihood.

Q And you're suggesting that there may be
secondary externalities that -- or spillover effects
that --

A Woul dn't call them externalities in this
case. There m ght be some but that's a separate
i ssue.

There certainly m ght be some
consequences outside the sphere of consideration.

However, in my judgnment, those are
very likely to be second order effects, i.e., small
and it's probably safe to ignore them for the
pur poses of regulating an industry.

The 11linois Commerce Comm ssion has
purvi ew of the regul ated sector and | don't think it
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really has the capacity or

oversi ght beyond that.

Q So, in other

wor ds,

you're speaking to and testifying about is

essentially Nicor

A Essentially. At

a practical

and its customers?

| evel .

the need to extend its

the key society that

it could be |arger.

Certainly at a theoretical |evel,
JUDGE BRODSKY: Thank you.
Redirect.
MR. RI PPI E: None, your Honors.
JUDGE BRODSKY: Thank you, Dr. Gordon.
THE W TNESS: Thank you.
JUDGE BRODSKY: You set to call the next
wi t ness.
MR. FEELEY: Are we going on to the next
wi t ness?
JUDGE BRODSKY: Yes.
MR. FEELEY: | have to get staff counsel
t hat .
(Wher eupon, a brief recess

was taken.)

JUDGE BRODSKY:

to do

Is the only cross comng from
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staff then or is there nore from another party?
MR. FOSCOC: | believe it's only staff.
MR. RIPPIE: It's only staff.
JUDGE BRODSKY: Go ahead.
You can call the witness.
MR. RI PPI E: Your Honors, the company's next
witness is M. Robert Mudra.
M. Mudra is in the hearing room and
at the witness' station.
(W tness sworn.)
ROBERT MUDRA,
havi ng been called as a witness herein, after having

been first duly sworn, was exam ned and testified as

foll ows:
DI RECT EXAM NATI ON
BY
MR. RI PPI E:
Q Woul d you be so kind please as to state and
spell your full name for the court reporter?

A Robert R. Mudra, M u-d-r-a.
Q By whom are you enployed and in what
position?
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A Ni cor Gas as the director of rates and
financial anal ysis.

Q M. Mudra, did you prepare or have prepared
under your direction and control surrebuttal
testimony for subm ssion to the Illinois Conmmerce
Comm ssion in this proceedings?

A Yes, | have.

Q Has that testimny been marked and filed to
the best of your understanding on the Comm ssion's
e-docket as Nicor Gas Exhibit 36?

A Yes, it has.

Q Are there exhibits thereto designated 36.1

and 36. 27
A Yes, there are.
Q M. Mudra, if | were to ask you the same

guestions that appear in Nicor Gas 36.0 and exhibits
thereto, would you give me the same answers today?

A Yes, | woul d.

Q Have you prepared or caused to be prepared
under your direction and control rebuttal testinony
for subm ssion to the Comm ssion in this docket?

A Yes, | have.

216



10

11

12

13

14

15

16

17

18

19

20

21

22

Q Has that testimony previously been marked
Ni cor Gas testinony -- |I'msorry, Nicor Gas 20-B, as
in Bravo, .07?

A Yes, it has.

Q Are there exhibits to that testinony
desi gnated as Nicor Gas Exhibit 20 Bravo dot one

t hrough 20 Bravo dot eight?

A Yes, there are.

Q Has there been errata to 20-B.1 posted on
the e-docket system and -- posted on the e-docket
systenr

A Yes, there has.

MR. RIPPIE: Your Honors, that is a single page
errata which is available in the hearing roomtoday.
BY MR. RI PPIE:

Q Subject to that errata and to any updates
or corrections made in your surrebuttal testinony,
were | to ask you the same questions that appear in
your rebuttal testimony today, would you give me the
same answers?

A Yes, | woul d.

JUDGE BRODSKY: M. Rippie, if that's a newly
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circulated errata to 20-B, if you could please dot
same procedure with three copies to the court
reporter, et cetera.

MR. RI PPI E: Fair enough. 11 do that.

For the record that was also filed on
the e-docket system yesterday both as an individual
page and as a conplete replacenment testinony so
parties and your Honors could get either.

JUDGE BRODSKY: It's already on e-docket, then
that's fine. No need for copies to the reporter.
Thank you.

BY MR. RI PPIE:

Q M. Mudra, has a direct testimny been
prepared by you or under your direction and control
for subm ssion to the Comm ssion in this case?

A Yes, it has.

Q Has that direct testinony been designated
Ni cor Gas Exhibit 3 Bravo point zero?

A Yes, it has.

Q And are there exhibits thereto designated 3

Bravo point one through 3 Bravo point four?

A Yes, there are.
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Q Subj ect to any updates or changes noted i
your rebuttal and surrebuttal testimony, were | to
ask you the sanme questions that appear on
Exhi bit 3-B, would you give me the same answers
t oday?

A Yes, | woul d.

MR. RIPPIE: That's all the questions | have
for you, sir.

And at this point, subject to
cross-exam nation, | would nove into evidence Nicor

Gas Exhibits 3-B.0 through 3-B.4; 20-B.0 through
20-B.8; 36.0, 36.1 and 36. 2.
JUDGE BRODSKY: Any obj ection?
Heari ng none then those are admtted
subject to cross-exam nation.
(Wher eupon, Nicor Exhibits
No. 3-B.0 through 3-B.4; 20-B.0
t hrough 20-B.8; 36.0, 36.1 and
36.2 were admtted into evidence

subj ect to cross-exam nation.)

n
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(Whereupon, Staff
Exhi bit No. 19 was marked
for identification.)

JUDGE BRODSKY: Go ahead.

MR. REI CHART: Thank you, Judge. Just as an
initial housekeeping matter, in an effort to
elimnate some of the cross that we had schedul ed for
this morning, company and staff have agreed to the
adm ssi on of some DR responses that the conpany
provided in response to sone staff DR requests.

We'l|l just circulate those at this
time.

And we have marked them as |ICC Staff
Exhi bit 19.

My understanding is there is no
objection to the adm ssion of this set of cross
exhi bits.

MR. RIPPIE: That is correct.

JUDGE BRODSKY: Okay. Then staff 19.0 is
adm tted.

(Whereupon, Staff
Exhi bit No. 19 was adm tted
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into evidence.)

MR. REI CHART: And throughout my
cross-exam nation to follow there are a nunber of
ot her docunents that | will be identifying. W have
not come to an agreenment -- we haven't requested
agreement at this tinme.

| will identify those as |ICC staff
exhibits at the time | reference them and then |
think at the end of ny cross we'll determne if we
want to seek for their adm ssion, if that's --

JUDGE BRODSKY: That's fine. Actually let's
pause on 19.0 for a m nute.

Was the conpany stipulating to
adm ssion or to -- or just not objecting.

MR. RI PPI E: No, we had agreed that these data
requests were appropriately admtted as M. Reichart
said in an effort to save cross-exam nation time.

| believe to the extent that redirect
m ght be necessary there m ght be some and | also
understand that M. Reichart may have
cross-exam nation on these, but we have agreed that

they're properly admtted.
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JUDGE BRODSKY: Well, please tie themin,
but -- to the extent that they save
Cross-exam nati on. Beyond that then, that's
certainly fine. Okay.

MR. REICHART: |I'm sorry, | didn't hear your
first.

JUDGE BRODSKY: Pl ease be sure to tie the
contents of 19.0 into the record.

MR. REI CHART: Well essentially they are, with
the exception of one response, they are responses
that pertained -- that were directed to M. Mudra --
or M. Mudra was the sponsoring conpany i ndividual
who provided the response.

So they are, | feel, directly related
to his testinony. | don't think there's a concern
about them being beyond the scope of the testimny he
provi ded.

JUDGE BRODSKY: Okay. That's fine. Go ahead.

CROSS- EXAM NATI ON
BY
MR. REI CHART:

Q Good morning, M. Mudra
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A Good norning.

Q My name i s John Reichart. | represent the
staff of the 1CC and | have a few questions for you
this morning.

As | mentioned before, there are a
number of exhibits I'Il be referencing and |I'IlIl make
all attenpts to provide copies to you and give you
time to | ook at those before | ask you follow-up
guesti ons.

First question | have for you actually
is in reference to your rebuttal testinony at Page 22
in your discussion of short-term debt.

You make reference to previously filed
testimony in another Conm ssion docket filed by staff
witness Ms. Freetley. I"mreferring specifically to
Li nes 503 through 507.

Now, here you indicate, for exanple,

i n Commonweal t h Edi son's nost recent delivery service
tariff proceedings staff testified that such
short-term debt should not be included in
Commonweal th Edi son's capital structure because
short-term debt is not a permanent source of
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financing rate base investments by ConEd; is that
correct?

A That is correct.

Q Okay. Now, | take it that you revi ewed
M ss Freetley's testimony in that ComEd docket prior
to incorporating this quote into your testinony in
this case?

A | have reviewed that statenment and
understand that she has made that statenent.

Q Okay. Can you give me some background on
how you canme to be famliar with this statement?

A | can't quote the exact document, but
revi ewed a docunent with that statement and
understand that she has made that statement that
short-term debt is not a permanent sort of financing
rate base investnments by ComEd.

Q Do you know if the docunent you revi ewed
was Ms. Freetley's testinmony in that case?

A Yes. It is cited here as testimony.

Of the top of my head, | can't recal

if it's specifically testimony.

Q Okay. Well, based on your review of
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what ever documents you reviewed in preparing your
testimony here, do you know why Ms. Freetl ey

concl uded that short-term debt was not a per manent
source of financing rate base investments by ComEd?

A Not specifically, no.

Q Do you know if Ms. Freetley determ ned that
ConEd either did not or did not expect to have
out standi ng short-term debt during the measurenent
period for its capital structure?

A Not specifically, no.

Q You nentioned before that you believe that
you may have reviewed Ms. Freetley's testinony in
that case in comng to your reliance on this
statement in your testimony.

Do you renmenmber if you revi ewed
Ms. Freetley's rebuttal testimony in that case?

A No. As | nmentioned earlier, | don't recal
the specific source, though it is cited here and
understand that statement to be correct and made by
Ms. Freetley.

Q M. Mudra, |'mnow going to show you a copy
of Ms. Freetley's rebuttal testimony in Docket
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No. 01-0423 which is the same docunment -- sanme docket
that you referenced in your testinmony. I'd like to
refer you to the page attached. It's Page 14 and
footnote 13.

Do you agree that Ms. Freetley makes
the statenment, if ComEd had any short-term debt, |
woul d have included it in ny recommended capital
structure for this proceeding?

A | see that statenment.

Q Do you recall if you reviewed this
testimony or this document in the context of your
preparation of your rebuttal testinmny?

A | do not recall.

Q |'d next like to refer you to your

surrebuttal testimony, specifically | believe it's

the first and only attachment. |'msorry, that's
Wr ong. It is Exhibit 36. 2. One-page attachment.
A Yes.
Q It's titled alternative cost of capital

illustrations; is that correct?
A That is correct.

Q And under class of capital you have a
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designation or an itemin Line Item 1l for short-term

debt; is that correct?
A That is correct.
Q And the correspondi ng number for short-term

debt is 36,625,000; is that correct?

A That is correct.
Q And when | | ook at Revised Schedule B-1
whi ch appears below line Item®6 -- |I'msorry, let ne

make a clarification.

Under the heading revised schedul e
B-1, it appears that in order to derive the bal ance
of short-term debt, you subtract from gas in storage

customer deposits, budget plan bal ances, and customer

advances for construction ; is that correct?
A That is correct.
Q M. Mudra, can you explain to me what

customer deposits are?

A Cust omer deposits are dollars that the
customer has on deposit with the company, whether it
be for pending bal ances on their account if they have
deposits in their accounts.

Q Coul d you expl ain what budget plan bal ances
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are?

A Budget plan bal ances simlarly relate to
customers who are on the conpany's budget payment
plan in which they contribute a set or a dollar
amount each month for their gas bill and they may
accumul ate credit bal ances in their account.

Q And then finally can you explain to me what
t he customer advances for construction are?

A Li kewi se, if the customer has deposited
with Nicor dollars for construction or the
install ation of service |lines, those dollars are
refl ected.

Q Woul d you agree that customer advances for
construction include advances for construction from
customers that the company will repay after asset
under construction is put into use?

A That is correct.

Q And are you generally in agreenment with the
definition for customer advances for construction
that appears in the uniformsystem of accounts -- |et
me ask this first.

Are you famliar with the uniform

228



10

11

12

13

14

15

16

17

18

19

20

21

22

system of accounts?

A Yes.

Q Okay. Are you aware of the Account No. 252
that deals with customer advances for construction?

A Not specifically, no.

Q M. Mudra, just to clarify, subject to
check, would you agree that Account 252 is described
as follows:

Thi s account shall include advances by
customers for construction which are to be refunded
ei ther wholly or in part when a customer is refunded
the entire amount to which he is entitled according
to the agreenment or rule under which the advance was
made. The bal ance, if any, remaining in this account
shall be credited to the respective plant account.

A | woul d accept that subject to check.

Q Thank you.

M. Mudra, do you know if Nicor Gas
intends to issue any compon equity in year 2005?

A No, | am not aware of any plans to issue
common equity in '05.

Q Simlarly, are you aware if Nicor Gas
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intends to issue any |long-term debt in 20057

A ' m not aware of any plans to issue debt in
' 05.

Q Do you know if Nicor Gas intends to issue
any preferred stock in 20057

A No, | am not aware of any plans to issue

preferred stock in 2005.

Q Are you famliar with Nicor Gas's bal ance
sheet ?
A Yes.

Q Do you agree, M. Mudra, that there must be
one dollar's worth of liabilities or owner's equity
for each doll ar of asset on the company's bal ance
sheet ?

A Yes, | woul d.

Q M. Mudra, are you famliar with S & P's
corporate ratings criteria for comrercial paper?

A Yes, | am

Q And is it your belief that S & Pis a
recogni zed authority with regard to corporate credit
and commerci al paper ratings?

A Yes, they are.
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Q Do you rely on S & P docunments and research

i n preparing your testimony?

A Yes, | have.
Q Li ke to show you a docunent that |'m going
to ask to be marked as | CC Cross Exhibit 20. | have

not marked it as such yet, and | apologize for that,
but I will do so before it's submtted to the court
reporter.
For the record, this is a Standard and
Poor's ratings direct document titled research
corporate ratings criteria rating each issues,
di stingui shing issuers and issues, junior depth,
not chi ng down well secured debt, notching up
comer ci al paper preferred stock.
Are you famliar with this document,
Mr. Mudra?
A | do not believe |I have reviewed this
docunment before.
Q Are you famliar with S & P ratings
directory search documents?
A | do not track or monitor them on a regular

basis, though | know they exist.
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Q Okay. I'"d like to refer you to a statenment
made under the comercial paper ratings criteria
section of this document. That section itself begins
on Page 10 of 16. The reference |I'd like to point
you to appears on Page 12.

It is a statement in the paragraph
above the two bullet points. That first paragraph
reads or the first sentence of that paragraph reads
Conpani es rated Al plus can provide 50 percent to 75
percent coverage.

I's that a correct statement of the
document ?

A That is what the document says.

Q Okay. Are you famliar with what coverage
criteriais with regard to this docunent ?

A It could mean a number of different things.

Q How do you use the term coverage in
analyzing the criteria needed for commercial paper?

A |'m not famliar with what meaning they
have for this particular use of the term coverage
relating to commercial paper in this document.

Q If I could refer you to Page 11, the page
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i medi ately before the statement that

referencing. Towards the bottom of the page,

is the header

| was just

to commercial paper given that is it reasonable to

assume that this statement refers to coverage of

conmmer ci al

MR. RI PPI E: Your Honor, at this point

to object

paper ?

to this. This is a document

hasn't seen. He says he doesn't know

t he

what

whi ch coverage ratio is being referred to.

wasn't produced | believe in discovery.

you he's not famliar with it.

of a hearsay document

| have

wi t ness

the --

And it

We're essentially now reading pieces

poi nt | have an objection.

JUDGE BRODSKY: Response?

into the record and at that

MR. REIl CHART: Can | just have one moment.

"1l move on.

BY MR. REI CHART:

Q

conmmer ci al

A

M. Mudra, do you know what
paper rating is.

A-1 plus.

Ni cor

Gas' s

t here

back- up policies which makes reference

And he tells
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Q And - -

A By S & P and P1 by Moody's.

Q Okay. l'd like to next refer you to a
document that |I'm going to ask to be marked as | CC
Staff Exhibit 21.

For the record this document is a copy
of a letter that the company provided in response to
the Part 285 deficiencies menmo in this case.

M. Mudra, are you famliar with this
document ?

A Yes, | am

Q I'd like to refer you to the second page of
t he actual docunent?

MR. RIPPIE: Do you nean the second page of the
text?

MR. REI CHART: ' m sorry, the second page of
the letter within the docunment.

BY MR. REIl CHART:

Q Under Section 285.4050, Schedul e D-5,
unrecovered common equity issuance costs, the
deficiency read Section 285.4050-B7 requires the
identification of the method of rate treatnment
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approved by the Comm ssion including supporting

documents. No such treatment was identified.
Comm ssion rate treatment must be

identified and supporting documents provided.

|s that correct?

A That is correct.

Q And how did the conmpany respond?

A On the letter, you mean?

Q Yes.

A It says on the letter, a footnote has been
added to Schedule D5 to indicate that the Illinois

Commer ce Comm ssi on has not previously approved a
met hod of rate treatment for recovery of flotation
costs.

Q And as far as you're aware that was the
conpany's entire response; is that correct?

A Wth the inclusion of our Part 285 filing
requi rements on Schedule D5, the company submtted
wor k papers D51, Page 1 of 1, and under Footnote E we
responded at Decenmber 2003, the total Nicor Gas
comon stock i ssuance expense reported in prinme
Account 214 capital stock expense was $478, 277.
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This is the same anmount as was
reported at Decenber 1978.

The 1979 stock issuance reported on
the schedul e was issued by Nicor, Inc., not Nicor
Gas.

Had any of this amount been recovered
t hrough rates the expense would have been anortized
and the balance in Prime Account 214 would have been
reduced by the amount collected and we provided that
with our original Part 285 filing to the Comm ssion.

Q M. Mudra, was that information you just
referenced filed in response to the Comm ssion's
defici ency menmo?

A That information was filed even prior to
t he deficiency nmeno.

Q Isn't it, in fact, true that in response to
the Comm ssion's deficiency meno, footnote was added
to Schedule D5 stated that the I CC has not previously
approved a method of rate treatment for recovery of
flotation costs?

A That is correct.

We added the footnote for further
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clarification, though we thought that in our original
filing we had been cl ear about the recovery through
rates, though we understand it was not clear enough.
Q Thank you. | have anot her docunment 1'd
like to refer you to.
This one I'lIl ask to be marked as | CC
Staff Exhibit 22. MWhile it's being passed around,
for the record, it is a docunent titled WPD-24 which
is a work paper that was included in the company's
285 filing.
Are you famliar with this document?
A Yes, | am
Q And is it correct to say that this document
generally deals with fees associated with credit
agreements between Nicor -- between Nicor and banks?
A Yes, this document relates to agreenments
corresponding to the establishment of the conmpany's
syndi cated credit facilities that are used to back
our commerci al paper program.
Q Thank you.
And | ooking at the docunent, it
appears that there are two types of agreenents.
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There is a 360-day agreenent and a 180-day agreenent;
is that correct?

A That is correct.

Q l'd like to refer you to the far |eft
colum, the second item down refers to upfront fees.
Actually, I'm sorry, may | take a step back.

M. Mudra, are you aware when the
360- day agreements referenced in this docket were
entered into?

A Roughly in, 1 would say, August of 2004.

Q Okay. And do you know when those
agreements expired?

A ' m sorry, referring back to this nmaybe
from a prior revolving credit program we did -- the
company did establish a syndicated credit facility in
August of 2004.

However, | ooks |ike this document goes
back to 2003 so it may have been the previous
arrangement .

Q Do you know for sure or are you
specul ating?

A | woul d expect that's the case, because of
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the date, problemw th the dates.

Q So you believe that it would have been
entered -- these agreenents would have been entered
into, at |least for the 360-day agreenent, entered
into in August of 2003?

A Probably in that time period in the early

fall of 2003.

Q And have they expired or do you know when
they will expire?
A There's a three-year portion which you

i ndicate the 360-day portion which would expire in
2006.

"' m not sure if this document is
referencing our current credit arrangenment which the
current credit arrangement that the conmpany has was
established in 2004 in August and it extends for a
t hree-year period on through '05, '06 and '07, and
then it has a 180-day portion as well which expired
in April of 2005.

So the three-year portion of our
current syndicated credit facility is stil
out st andi ng and won't expire for another couple
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years. But the 180-day portion is expired.

Q M. Mudra, could you clarify once nore
concerning the 180-day agreement, when that would
begin and when it woul d expire?

A It would begin in August of 2004 and expire
in approximtely April of 2005.

Q One nore clarification, M. Mudra.

Would it be correct to say that with
regard to this document, that the 180-day agreement
would simlarly have begun in August of 2003 and

expired in April of 20047

A Yes.
Q Okay. Thank you. If | can refer to you
the |l eft-hand colum of this docunent. There is an

itemtitled upfront fees. Do you see that?

A Yes, | do.

Q And can you define for me what an upfront
fee is?

A When Ni cor Gas goes to the bank market to
establish a syndicated borrowing facility, it
contacts vari ous banks and establishes a | ead bank.

And in association with establishing
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and paying for the services of the bank to solicit
bids to fund the approximately $1 billion notional
val ue that was noted here, there are various fees,
some of which are paid up front, sonme of which are
paid for other purposes throughout the term of the
revol ver.

Q And is upfront fee a one-time fee for a
particul ar agreenment?

A Yes. It's paid in advance at the beginning
of the program

Q So it's not recurring?

A Yes. That's ny understandi ng

Q M. Midra, |'msorry, | have one nore
clarification regarding the timng of the 360-day
agreement.

Just to be clear, for the purposes of

this docunments that includes the 2003 assunptions, is
it correct that the 360-day agreenment would begin in

August of 2003 and end in April of 20067?

A No. This was a work paper supporting some
hi storical credit arrangements and that $1 billion
notional value I am -- it does not appear that that
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was a three-year arrangenent. It was probably a
one-year arrangenment, 360 days.

So it ended, | would i magi ne, subject
to check, in, you know, a year later in 2004.

Q So August of 20047

A Yes.

Q Okay.

| f we can go back to the col um
upfront fees.

| believe you have expl ained that
upfront fees are a one-time fee per agreement. " d
i ke to ask you about arrangement fees, the next
item.

Coul d you define for me what
arrangement fees are?

A Agai n, these are costs associated with
funding the process of establishing a banking
syndicate to be able to back the conmercial paper
program of the conmpany.

There are a variety of different fees
that the company experiences, not only the fees
| isted here, but also internal | egal and expense fees
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associ ated with establishing a facility.
And these are fees that the conpany

incurred fromits external parties in establishing a
facility and arranging the facility.

Q And are these recurrent fees or are they
one-time fees.

A | believe those are also one-time fees.

Q Okay. The next itemin that col um,
adm ni strative fees, could you briefly define for ne
what those are?

A The adm nistrative fees, again, are fees

for the adm nistration and establi shment of the

facility.
Q And how often are those fees paid?
A There are different ternms in the facilities

within a given year, so there may be different tim ng
of sonme fees.

This | ooks like a relatively small
amount . It was probably paid upfront for an
adm ni strative fee, but it's also the fact that the
company may have ongoing fees throughout the facility
as wel | .
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Q Okay. So is it correct to say just for
clarification that upfront fees and arrangement fees
are one-tinme fees, adm nistrative fees could be
one-time fee but also could be recurring fees?

A That's true.

JUDGE BRODSKY: Are there any other questions?

MR. REI CHART: |'m sorry, could |I have one
moment ?

BY MR. REI CHART:

Q M. Mudra, would you be willing to provide
a witten confirmati on of your understanding that the
360-day agreenent referred to in this document is in
fact a one-year agreement?

A Yes, | would, subject to check, go back and
be happy to provide nore clarification about that.

MR. RI PPI E: Your Honors, |1'd prefer rather
t han having this done as an exam nation of the
witness who's |ikely going to go discharged today, if
you want to nmake an on-the-record data request, we'll
respond pronmptly. | mean --

THE W TNESS: Yes.

MR. RI PPI E: My understanding is the question
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you're asking is fairly sinple and direct and we can
do that.

MR. REI CHART: Could we -- | guess our concern
is we want to make sure that the response made it
into the record.

| s that somet hing that you would be
willing to do?

MR. RI PPI E: Yes.

MR. REI CHART: Okay. Thank you. That's all |
have for you. Thank you very nuch, M. Mudra

Prior to ending my cross, | would |ike
to move for the adm ssion of some of the documents |
identified, specifically |I would nove for the
adm ssion of ICC Staff Exhibit 21 and 22. Those are
again the deficiency letter and the work paper in
support of the 285 filing.

MR. RI PPI E: No obj ection.

JUDGE BRODSKY: Okay. Then Exhibits 21 and 22
are adm tted.

(Wher eupon, Staff

Exhibits 20 to 22 were marked
for identification.)
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(Wher eupon, Staff
Exhibits 21 and 22 were admtted
into evidence.)
JUDGE BRODSKY: So then you are not nmoving the
adm ssion for 19 or 207
MR. REI CHART: "' m sorry, | believe you already
ruled on 19. That is the DRs.
JUDGE BRODSKY: Ri ght . Ri ght . Ri ght. Okay.
Excuse me. So only 20 is not being moved?
MR. REI CHART: Correct.
JUDGE BRODSKY: Okay. Then that concludes your
Cross?
MR. REI CHART: Yes, it does.
JUDGE BRODSKY: Redi rect .
MR. RI PPI E: One m nute, please, your Honor.
JUDGE BRODSKY: Sur e.
(Wher eupon, a brief recess
was taken.)

REDI RECT EXAM NATI ON

BY
MR. RI PPI E:
Q M. Mudra, | only have one question for you
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referring to Staff Cross-Exam nation Exhibit No. 22

Do you know whet her or not that

wor k

paper provided with the Part 285 filing reflects

Ni cor Gas's current costs of short-term-- sorry, the

current costs of Nicor Gas's revolvers supporting the

short-term borrowi ng?

A | don't believe it does.
MR. RI PPI E: That's all | have.
Thank you.

JUDGE BRODSKY: Anything further?

MR. REI CHART: No, your Honor.

JUDGE BRODSKY: Okay. Thank you, M. Mudra.

THE W TNESS: Thank you.

JUDGE BRODSKY: Looks |i ke about 12: 25.

We'll take lunch until 1:45 we'll

start again.
(Wher eupon, further proceedi ngs
t he above-entitled matter were
continued to May 19th, 2005,

at 1:45 p.m)

(Change of Reporter )
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JUDGE BRODSKY: Ni cor, you may call your next
wi t ness.

MS. BUGEL: Could | just pause for a procedural
i ssue regarding the schedule? This afternoon ELPC
woul d |like to add 10 m nutes of cross exam nation of
W t ness Gorenz.

JUDGE BRODSKY: That's fine.

MS. BUGEL: And in addition tomorrow we would
li ke to add 30 m nutes of cross exam nation of
Jensen.

JUDGE BRODSKY: Okay.

MS. BUGEL: Very good, thank you.

JUDGE ARIDAS: Did you say 30 m nutes tonorrow?

MS. BUGEL: Yes, please.

JUDGE BRODSKY: So with that, M. Rippie, go

ahead.

MR. RI PPl E: Your Honor, before we put
Dr. Makhol mon, | want to introduce two of ny
col | eagues who are here who will be exam ning

wi t nesses | ater today, Christopher Zibart,
Z-i-b-a-r-t and Cynthia Fonner, F-o-n-n-e-r, should
al so be entered as having made -- should also be
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shown as having entered appearances for Nicor Gas.

JUDGE BRODSKY: Okay, thank you.

MR. RI PPl E: The Conpany's next witness is
Dr. Jeff Makholm He is in the hearing room and at
the witness station.

(Wtness sworn.)
JEFF D. MAKHOLM

called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:

DI RECT EXAM NATI ON

BY
MR. RI PPI E:
Q Woul d you pl ease state and spell your ful

name for the court reporter.

A My name is Jeff, mddle initial D, Makhol m
M a- k-h-o0-1-m

Q And by whom are you enmpl oyed and i n what
position?

A |*'m a senior vice president at National
Econom ¢ Research Associ ates | ncorporated.

Q Have you prepared surrebuttal testimony or
has surrebuttal system been prepared under your
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direction and control for subm ssion to the Illinois
Commerce Comm ssion in this proceeding?

A Yes.

Q Has that surrebuttal testimny been
desi gnated Nicor Gas Exhibit 37.07

A Yes.

Q | s there an attachment or exhibit to that
testimony that has been designated 37.17?

A Yes.

Q If I were to ask you the same questions as
appear in Exhibit 37 and 37.1, will you give the same
answers today?

A Yes.

Q Has there been prepared by you or under
your direction and control, rebuttal testimony for
subm ssion to the Illinois Commerce Comm ssion in
this docket?

A Yes.

Q | s that rebuttal testinony designated
Exhi bit 21.07?

A Yes.

Q Are there also attachments to that exhi bit
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numbered 21.1 through 21.117

A

Q

refl ected

Yes.

Subj ect to any updates or corrections

in your surrebuttal testimony, if | were to

ask you the sane questions that appear in the

rebuttal testimony would you give me the same

answer s?

A

Q

Yes.

Has direct testimony been prepared by you

or under your direction and control for subm ssion to

the Illinois Commerce Comm ssion in this docket?
A Yes.
Q | s that testi mony desi gnated as Nicor
Exhibit 4.07?
A Yes.
Q Are there attachnments to that direct

testi mony
t hrough 4.
A
Q
and 4.187?

A

t hat have been designated Exhibits 4.1
187

Yes.

Were there errata prepared to Exhibits 4.0

Yes.
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MR. RI PPl E: Your Honor, those erratas were
circulated some time ago and are posted on the
e-docket system
BY MR. RI PPI E:

Q M. Makhol m subject to the revisions or
updates made in your rebuttal or surrebuttal
testimony, were | to ask you the sanme questions and
answers that appear in your corrected direct
testimony, would you give the same answers today?

A Yes.

MR. RIPPIE: That's all the questions | have for
you, sir. Your Honor, subject to cross exam nation,
I would move into evidence Nicor Gas Exhibits 4.0
through 4.18, 21.0 through 21.11 and 37.0 and 37.1.

JUDGE BRODSKY: Any objection?

MR. FEELEY: No objection subject to cross by
staff.

JUDGE BRODSKY: Okay. Then those exhibits are

adm tted subject to cross and you may proceed.
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(Whereupon, Nicor Gas
Exhi bits Nos. 4.0 through 4.18,
21.0 through 21.11 and 37.0 and
37.1 were admtted into evidence
as of this date as previously
mar ked on e-docket.)
CROSS EXAM NATI ON
BY
MR. FEELEY:
Q Good afternoon, Dr. Makholm my nanme is
John Feeley and I'm one of the attorneys representing
staff.
A Nice to see you again, M. Feeley.
Q If I could direct your attention to your
surrebuttal testimony, Ni cor Gas Exhibit 37.0.
A Yes.
Q And in particular Page 3 your Table 1
A Yes.
Q Do you know the corporate credit ratings of
the ei ght conpanies listed in Table 1?
A | have seen them but | don't know them off
of the top of ny head, no.
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Q Do you have in front of you a document, |I'm
not going to mark it for identification, but it's a

series of ratings from Standards and Poors, nulti

page document that | handed to you?
A Yes.
Q | would like to go through that. For

Avista Corp from Standards and Poors, could you
i ndicate what the issuer credit rating is as of April
19t h, 2005 for Avista Corp?

MR. RI PPl E: Your Honor, | guess |I'm-- | have a
guestion as to whether or not the purpose is to see
if this can refresh Dr. Makholm s recoll ection or
know edge or whether we're going to have an issue
about essentially reading hearsay into the record.

MR. FEELEY: These figures that |I'm going to go
over, these credit ratings go to the credibility of
this table that Dr. Makhol m has presented in his
testimony. This witness relys upon Standard and
Poors reports in his work and it's proper to cross
exam ne himon what these credit ratings are for
t hese vari ous compani es.

MR. RI PPIE: That wasn't my objection, |I'm not
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maki ng an objection to whether or not it's proper to
test his credibility. What |'m essentially objecting
to is being handed documents that |'ve seen for the
first time today that are Xeroxes of or screen prints
from source and having themread into the record as
if they are proofs of the fact.

This witness can obviously be -- you
can question him as you know, with just about
anyt hing, including hearsay. But | renew ny
objection to sinmply reading these pieces of paper
into evidence as if they are proof of the credit
rati ngs that are shown in the documents.

MR. FEELEY: These documents are Dr. Makhol nl s

source docunments. | can ask these questions subject
to check.

MR. RIPPIE: I'"mnot trying to make this nore
than it is, but whether -- perhaps the thing to do is

to ask this witness whether these docunents refresh
his recollection as to the credit ratings, and if
they do then there is no objection and we have no
problem  But | will object to sinmply reading in
documents that -- particularly ones that have not
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been produced to us previously.

MR. FEELEY: | think I"'mentitled to probe this
witness on the relevance of this table that he puts
in the testimony here. We think that this table is
not relevant, that none of these conpanies are
simlar to Nicor Gas and we are attenpting to do that
t hrough our cross exam nation.

JUDGE BRODSKY: We are going to allow the
guesti on. In terms of presenting the information, do
it in a way that allows for a relatively narrow
construction of the question. As far as your
concern, M. Rippie, it's obvious who is the w tness
and who is the counsel that is asking the questions
and so we won't be confused as to which one is which.
So with that, M. Feeley, if you want to proceed.

BY MR. FEELEY:

Q Dr. Makholm subject to check, would you
agree that the issuer credit rating for Avista Corp
as of April 19th, 2005 is double B plus?

A There are a nunber of ratings. This is
dated 17th of May 2005, |'ve never seen these
documents before, they are quite new and | haven't
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| ooked at any ratings during this period of time, so
I would not have seen these docunments before.

There are a number of -- there are
many ratings on these pages relating to particul ar
ki nds of credit facilities or bonds and they differ
for Avista. And as | suspect they would differ for
any company because credit ratings, as you know, deal
with particular bonds and particul ar i ssuances so
they can be different for different issuances.

Q Dr. Makholm do you see the Standards and
Poors sheet for Avista Corp at the top under current
ratings, it indicates issuer credit rating, do you
see that on the docunent?

A There is a line that says issuer credit
rating.

Q And as of April 19th, 2005, Avista Corp is
rated double B positive, correct?

A It has an issuer credit rating of double B
positive, but it also has --

Q Thank you, we'll move on to the next one.

A Excuse ne, it also has senior security
credit ratings of triple B negative.
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MR. FEELEY: My question asked for a sinple yes
or no answer. If this witness wants to go on,
counsel can do redirect on him This is going to be
very slow if we go on to these narrative answers.

MR. RIPPIE: | have a more fundament al
objection. | renew my hearsay objection. The
guestion really isn't directed to anything the
wi t ness thinks about this docunent, nor is it being--
are they asking whether it affected his opinion in
any way. They are sinply reading the docunment into
the record through the witness.

This is a hearsay docunment and it is
not proper to do that. They are entitled to test him
on it, to ask himwhat he thinks about it, whether it
changes his opinion, whether it would make the table
| ess meaningful, but this is sinply here is a
document, read it into the record, go to the next
page and that's not proper.

JUDGE BRODSKY: All right. What we are going to
do is this, take a mnute to review the docunment
since that's ongoing anyway, and then we're going to
take a step back, you can try your question again.
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Again, keep it narrow so that you're not essentially

trying to go beyond the scope of perm ssible cross.
Are you ready to proceed at this

poi nt, Dr. Makhol n?

THE W TNESS: | thought you wanted the question
restat ed.

JUDGE BRODSKY: Go back to the origina
guesti on. BY MR. FEELEY:

Q Dr. Makhol m subject to check, is the
St andards and Poors issuer credit rating for Avista
Corp double B positive as of April 19th, 20057

A You have pointed me to a |line that says
i ssuer credit rating, IRCRI, don't know the
definition of that, but whatever it means there is a
number that you see to the right that says double B
pl us.

Q Thank you. Go to the next Standards and
Poors report for Puget Sound Energy. Subject to
check, is the Standard and Poors issuer credit rating
for Puget Sound Energy, Inc., as of May 13th, 2005,
triple B negative?

MR. RIPPI E: Your Honor, | renew nmy objection.
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This is simply reading this document into the record.

MR. FEELEY: And | believe you've ruled on his
obj ection and denied it and we've noved on.

JUDGE BRODSKY: Where is this going at this
point? | mean, this began with you saying that it
was going to be tied into the table, so where are we
going with that?

MR. FEELEY: This witness in his surrebuttal
presents this table showi ng rates returned for
vari ous conpanies that have been granted from
January 1 to May 6, 2005. In his testinony provides
no anal ysis or work papers showing the credit ratings
or how these conmpanies are relative to Nicor. This
cross exam nation is showing that these conpanies are
nmore riskier than Nicor, that's what we're attenpting
to get into the record here, it's sinple. And
Ni cor -- that's it.

MR. RIPPIE: If I may, | would not have made an
objection if those questions were put to
Dr. Makhol m but they weren't. What we're doing here
is reading this document in. | wouldn't object to a
guesti on. I think he's already been asked whet her he

260



10

11

12

13

14

15

16

17

18

19

20

21

22

knows what the credit ratings are for the companies
and he said he didn't. But | repeat, there may be an
appropriate goal for this, but it is not appropriate
to get there by taking hearsay documents and reading
them into the record, rote.

JUDGE ARI DAS: Mr. Feeley, is it your intention
to go through the entire document for the same |ine
of questioning for each conmpany?

MR. FEELEY: For each docunment |I'm going to one
l'ine, number one, one indication from the report for
all the conpanies that he lists on his Table 1.

JUDGE ARI DAS: So all the conpanies contained in
this document reflect companies in this table?

MR. FEELEY: His Table 1 |lists about eight
compani es. | have Standard and Poors reports for
ei ght companies. |'mgoing to ask himwhat is the
i ssuer credit rating for those eight conpanies.

JUDGE ARI DAS: Since the witness has these
conpani es submtted in this table with his testinony,
| believe the Iine of questioning is proper, sSo you
may proceed. Narrowy tailored |ike Judge Brodsky
sai d, though.
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MR. FEELEY: Thank you.
BY MR. FEELEY:

Q | don't believe |I got an answer to Puget
Sound, so let's start there. Dr. Makhol m directing
your attention to the Standards and Poors for Puget
Sound Energy, May 13th, 2005 is triple B negative for
Puget Sound Energy, Inc.?

A Yes.

Q Next company in your table, National Fields
Gas Company, is it correct that the Standard and
Poors issuer credit rating for National Fields Gas
Conmpany on December 13th, 2002 was triple B positive?

A Well, technically triple B positive, slash,
stabl e, slash, A, slash, 2, but we would agree.

Q So you agree that it's triple B positive,
sl ash, stable, slash, A negative 2?

A That's A, dash, 2, that's what it says.

Q Correct.

A And for the previous, | should be clear,
it's triple B negative, slash, stable, slash, A,
dash, 3 and the first is double B positive, slash,
stabl e, slash, B, dash, 2.
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Q Thank you for that clarification. Next
conpany in your table is Senco Energy, Inc. Is it
correct that the Standard and Poors issuer credit
rati ng at Novenber 10, 2004 is double B negative,

sl ash, stable, correct?

A Sl ash negative, yes.

Q Sl ash negati ve. I s that negative? Well,
we'll move on.

A | don't know, |'ve never seen this before

Q The next company in your table, Vectrin
Utilities Holding, Inc. 1Is it correct that the
St andards and Poors issuer credit rating as of
January 26th, 2005 is A negative, slash, stable,
sl ash, A, dash, 2?

A Yes.

Q Next conpany, Atlanta Gas Light Conpany.
Is it correct that the Standards and Poors issuer
credit rating as of Decenber 8, 2004 is A negative
negative, slash, negative?

A It's A negative, slash, negative, slash,
dash

Q Thank you. Next company, M chi gan
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Consol i dat ed Gas Conpany. Is it correct that the
St andards and Poors issuer credit rating as of
Decenmber 1, 2004 is triple B, slash, stable, slash,
A, dash, 2?

A Yes.

Q Finally, with respect to Aquilla, Inc., is
it correct that the Standard and Poors issuer credit
rating as of April 19, 2005 is B negative, sl ash,
negative, slash, B, dash, 3?

A Yes.

Q And then Dr. Makholm with respect to your
Table 1 again, do you know the capital structure
adopted in each of those rate proceedi ngs where you
put a rate of return figure there?

A lt's not part of nmy table. | have seen
them, but | don't know them sitting here.

Q So in your testimny you didn't provide
what the capital structure was for those conpanies?

A No.

Q Dr. Makholm do you agree that credit
ratings of triple B negative or better are considered
devel opment grade ratings and credit ratings bel ow
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triple B negative are considered specul ative ratings?

A Generally that's correct, triple B negative
or greater allows a wi der market for certain specific
credit instruments.

Q Are gas distribution conpanies typically
riskier or less risky than the overall market?

A That doesn't pertain particularly to credit
ratings, now we are talking about the conpanies
i nvol ved. When you are tal king about the companies
involved that's a different issue than credit
ratings. You switched.

Q Are gas distribution conpanies typically
riskier or less risky than the overall market?

A In terms of the risk that brings me here to
tal k about the cost of equity is separate fromthis
stuff. The market generally considers that
utilities, by virtue of being regul ated, are |ess
exposed to business cycles and other things that can
affect unregul ated conpanies or the universe of
busi nesses at | arge. And hence for that reason are
considered | ess risky.

Q Do you agree that according to CAP-Mthe
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Beta for the overall market equals 1?

A Well, that's an assunmption of the CAP-M
By definition the Beta for the market is set to be
equal to 1. That's a definitional issue, it's not an
empirical issue.

Q And does a Beta of less than 1 indicate
l ess risk than the overall market?

A M. Feeley, risk is a four letter word
it's capable of being m sunderstood. The risk that
you're tal king about now with respect to CAP-M is
ri sk having something to do with equity and the cost
of equity. It has nothing to do with credit risk or
bond ratings and so forth. And in that context the
answer to your question, a |ower Beta should bespeak
a conpany that has less volatility in its stock
price, vis a vie the market, and is then considered,
all else equal, to be less risky.

Q If I could direct your attention to Page 7
of your Exhibit 37. In particular another table of
yours, Table No. 2. Do you have that in front of
you?

A Yes.
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Q In your table in that second col um you
have description of non-regul ated operati ons. Do you
see that?

A Yes.

Q And the colums --

A Those are non-regul ated operations for four
conpanies listed there. And those four conpanies are
the conmpanies that are there because they now fail
M. MNally's original criteria that's why the

conpani es are there, correct.

Q | think you understand what the table is.
Wth respect to the -- what percentage of operations
do the non-utility operations that you list in Table

2 represent for each company? Do you understand ny
gquestion?

A | s your question, for each of these four
compani es, AGL, ACLEE, Peoples and South Jersey, what
proportion of the revenues conme from unregul at ed
activities that include these that |'ve |listed?

Q Yeah, we can take them one at a tine. For
AGL Resources, what percentage of operations do the
non-regul ated operations of AGL represent?
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A Well, that's in nmy testimony. You'll find
that in ny rebuttal testimony, not in ny surrebuttal
testi mony. If you go to Exhibit 21, you'll see those
numbers on Page 6 and 7 of Exhibit 21. The end of
2004 AGL had 61 percent regul ated, meaning 39 percent
unregul ated operations. ACLEE -- these are the four
conpanies in that table, ACLEE had 69 percent
regul ated or 31 percent unregul at ed. Peopl es Ener gy
had 66 percent regul ated or 33 percent unregul at ed.
And Sout h Jersey Industries had 61 percent regul ated
or 39 percent unregul ated.

Q So in your testimony -- in your table you
break down those non-regul ated operations say, for
exanpl e, AGL Resources you indicate
tel ecomuni cati ons, operating a propane air facility,
operating a storage hub in Louisiana and engaging in
asset optim zation transportation and storage. Do
you know what percentage of operations those
non-regul ated operations make up for the conmpany?

A Wel |, breaking down the unregul at ed
operations is not what that table does. That table
is merely --
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Q | asked do you know. Do you know what
percent age of operations telecommunications makes up
for AGL Resources?

A | know the total, but this table provides a
description of some of those, it's not exhaustive,
it's not a break down, it's just a description of
some of the unregul ated activities that sum to the
percentages that | just gave you.

Q But for ACLEE, Peoples and South Jersey, do
you know t he percentage of the break downs that you
provi de for non-regul ated operations?

A Well, they're not break down, it's just a
description of some of the unregul ated activities. I
did, | think, four or five or three for each. It's
not a break down and it's not an exhaustive |ist.
It's just an exanmple for each of the conpanies of the
types of unregul ated businesses that they're involved
in. It's not designed to be exhaustive and it's not
a break down.

Q Do you agree that the earnings retention
ratio equals 1 m nus the dividend payout ratio?

A As a conceptual matter? Yes.
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Q Do you agree that the dividend payout ratio
equal s dividends per share divided by earnings per
share?

A That is DPS divided by EPS. As a
conceptual issue, yes.

Q | direct your attention to your
Exhi bit 21.5. Do you have that in front of you?

A Yes.

Q Looki ng at the colums from left to right
begi nning with the second colum, according to
Footnote 1, is it correct that R equals the estimated
return on conmmon equity for 2009 through -- |I'm
sorry, strike that.

s it correct that R equals the
estimated return on comon equity from 2007 through
20097

A Yes, that's in Note 1.

Q And also Note 1, is it correct that D
subscript E, equals the esti mated dividend per share
for 2007 through 2009?

A Yes, that's Footnote 2.

Q And is it correct that D subscript E equals
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the estimated book val ue per share for 2007 through
20097

A Pardon ne, which colum are you in now?

Q D subscript E, that would be the third or
fourth colum.

A The third colum of nunbers, let's say.
Yes.

Q And then direct your attention to Page 14
of your Exhibit 21, in particular Lines 368 to 369.

A Yes.

Q Your testinmony there you state the
follow ng: I do, however, use a factor to transform
the end of year 2007 through 2009 projected book

values fromvalue line to an average md year book

value which | |abel as R subscript AV?
A Ri ght.
Q For clarification, is R subscript AV a book

value or a return?

A We can clear it up this way, and | think we
can cut to the quick on this, if you'll let nme say
the following: We're tal king about the BR plus SV
growth rate and in particular the Btimes R part. B
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times R. Now, that formula that we went through in
21.5 has a purpose and the purpose --

MR. FEELEY: |I'm sorry, Judge Brodsky and
Aridas, | asked a very sinple question.

THE W TNESS: We'll do it your way, fair
enough. BY MR. FEELEY:

Q I s R subscript AV a book value or a return?

A R subscript AV is a return which includes a
factor to bring the Btimes Rto a md year
normal i zed value. If you'll see Rm/has two things
init, if you look in the footnotes, it has a return
and it has an adjustnment factor.

Q And is that a return on average book val ue
for 2007 through 2009?

A Yes.

Q So | ooking again at your testimny there at
368 -- Lines 368 to 369 of your Exhibit 21, would it
be nore accurate for your testinony to state that you
used a factor to transformthe return on end of year
2007 through 2009 projected book values from val ue
line to a return on average md year book val ue which
you | able as Rm/ is that correct, that would be nore
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accurate?

A No. Because B times R are nultiplied
together, it doesn't matter where you put the factor.
You can attach it to B or you can attach it to R, the
result is the same. And it just so happens that in
my table for reasons that this cross exam nation is
likely to get me to want to change, | attached it to
R. If | attached it to B, it wouldn't affect
anything at all since it's a multiply part of that
growth rate. That's why | said there were three
things a B, an R and an adj ust ment . | just happen to
attach the adjustnment to the R instead of the B.

MR. FEELEY: Just one nonent, please
BY MR. FEELEY:

Q Direct your attention to your Exhibit 4.9

A Yes.

Q Do you have that in front of you?

A | do.

Q G ven your previous answer that R subscript

AV is a return on average book value for the period
2007 through 2009, should the last |line on Page 103

of Exhibit 4.9 be corrected to state that Rm/equals
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return on average equity for 2007 through 20097

A That's a nice suggestion, but | would add
to it in order to be totally clear. | woul d say
return on equity adjusted for md year -- the need to

use it to nmultiply by md year book val ues. That
woul d be a more conplete way to describe that that
woul d clear up this uncertainty.

Q Goi ng back to Exhibit 21.5.

A Yes.

Q I n particular Footnote 2. \When you refer
to VO1 and VOO, you are referring to the book val ue

per share for 2003 and 2002 respectively, correct?

A Correct. It says it right in there in the
l'ine.

Q And - -

A And once again, that bracketed element in
Footnote 2 is that adjustment factor |I'm speaking

about to take year end values and convert them to md
year values, which is what is required here.

Q Direct your attention to Footnote 3 and the
formula in that. And in particular the term RAV
times V subscript E, does that termrepresent a
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cal cul ation of the 2007 through 2009 earni ngs per
share?

A Yes, as adjusted for md year book val ues
because it uses RNf

Q Again on Exhibit 21.5, and actually
Exhibit 21.6. The source data cited for those
exhi bits are the Decenber 17th, 2004 Val ue Line
reports; is that correct?

A Yes, |ssue 3.

Q And in the second colum fromthe left on
Exhi bit 21.5, you present Value Line's estimate for
returns on conmon equity for 2007 through 20097

A Yes.

Q Before we started | gave you and counsel a
copy of some Value Line reports. Could you take a
| ook at those reports. The first one is Cascade
Nati onal Gas?

A Nat ural gas, yeah.

Q These docunents that | handed to you are
copi es of your source reports, correct?

A Yes.

Q For Cascade Natural Gas, would you pl ease
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read the corresponding return on common equity for

2003 for that company?

A 2003.

Q Return on common equity.

A The return on common equity is 8.6 achieved
in 2003.

Q And for Key Span Corp, could you read the
2003 return on conmon equity?

A Well, you're not referring to these -- |I'm
sorry, you predicated this on this colum, you' re not
| ooking for these numbers here, you're | ooking for
di fferent nunbers.

Q " m | ooki ng at your sores reports that |
gave you a copy of before.

A Can | put 21.5 away as | check these
number s?

Q Yes.

A For Key Span the nunber is 13. 3.

Q For return on?

A Return on common equity in 2002.
Q Actually | asked for 2003.

A 11. 4.
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A

Q

Nat ur al

A

Q

Nat ur al ?

A

Q

A

Q

And what is the

20037

Yes.

Achi eved return

And what is the

Gas?

9.0.

And what is the

11.8, | think.

11. 8?

figure for

12. 3.

figure for

figure for

Ni cor, Inc.?

Nor t hwest

Pi edmont

It looks like 11.8, it could be 11.9.

Subj ect to check is it 11.8?

And our Sout hwest Gas it's 6.1.

' m sorry, Southwest

on common equity is what?

A

6.1.

MR. FEELEY: Just one nonment.

have.

THE W TNESS:

Thank you,

EXAM NATI ON

Dr .

Gas 2003 figure

Makhol m,

that's all

Thank you, M. Feel ey.

return



10

11

12

13

14

15

16

17

18

19

20

21

22

BY
JUDGE BRODSKY:

Q We spoke earlier that the BR with an
adj ustment part of the equation was not affected
whet her you adjusted the R to B.

A Correct.

Q Essentially the reason for that is the
three factors are multiplied together?

A Right, it's the conmunity property
mul tiplication.

JUDGE BRODSKY: Redirection?

MR. RI PPl E: None, thank you.

JUDGE BRODSKY: Thank you, M. Makhol m

(W tness excused.)

MR. RIPPIE: If we could have 5 m nutes, your
Honor, with respect to getting the next wi tness set
up. Both M. D Alessandro and M. Gorenz are in the
hearing roomand | know Mr. Kelter had exam nati on
for both of them and we had had some off-the-record
di scussi ons earlier about what order they were going
to go in. And if possible, it appears that it would

make nore | ogical sense to begin with M.
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D' Al essandro, but | certainly don't want to do
anyt hing that would surprise any of the parties.

JUDGE BRODSKY: Do we need to go off the record
for a few nonents?

MR. RIPPIE: Just a few, thank you.

(Break taken.)

JUDGE ARI DAS: Mr. Heintz, would you raise your

ri ght hand, pl ease
(Wtness sworn.)

ALAN HEI NTZ,
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:

DI RECT EXAM NATI ON

BY

MR. RATHNASWAMY:

Q Good afternoon, you Honors, my name is John
RATHNASWAMY, | don't believe ny appearance today has
been entered thus far. I"man attorney for the
Northern Illinois Gas Conpany.

Pl ease state your name for the record.

A Al an Charl es Heintz.

Q Pl ease state your business address.
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A 1155 15th Street Northwest, Washington, DC.

Q By whom are you enpl oyed and i n what
capacity?

A | am enmpl oyed by Brown, W I Ilians, Morehead
and Quinn as the vice president.

Q M. Heintz, do you have in front of you
copi es of your direct, rebuttal and surrebuttal
testimony that has been filed on the Comm ssion's
e-docket systenf

A Yes, | do. | have before me Nicor Gas
Exhi bits Nos. 14, 31 and 42.

Q Were these testimoni es prepared by you or
under your direction?

A Yes, sir.

Q Were they prepared for subm ssion to the
I[1Tinois Commerce Conm ssion in this proceedi ng?

A Yes, they were.

Q If | could direct your attention first
pl ease to Nicor Gas Exhibit 42.07?

A Yes, sir.

Q If I were to ask you the questions that
appear in Nicor Gas Exhibit No. 42.0, would you give
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the answers as stated therein including the exhibits
attached thereto?

A Yes, | would with a m nor exception that on
the exhibits which are Nicor Surrebuttal Schedule F
and that's 42.1 and 42.3, | would add in thousands in
t here under 2005 test year.

Q M. Heintz, if | could direct your
attention to Nicor Gas Exhibit 31.

A Yes.

Q Subj ect to any revisions and updates that
may appear in your surrebuttal testinony, if | were
to ask you the questions that appear in Nicor Gas
Exhi bit No. 31.0 would you give the answers that are
stated therein, including the attachments thereto?

A Yes, sir, with the exception that on Nicor
Gas Exhibit No. 31.2, which is Nicor Gas Rebuttal
Schedule F, | again would add in thousands under 2005
test year.

Q Finally, if I could direct your attention
to Nicor Gas Exhibit No. 14.0.

A Yes, sir.

Q Subj ect to any revisions and updates that
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may appear in your rebuttal and surrebuttal
testinonies, if | were to ask you the questions that
appear in Nicor Gas Exhibit 14.0 would you give the
answers appearing therein including the attachments
thereto?

A Yes, sir with the exception, again, of
Ni cor Gas Exhibit 14.1 Schedule F, Page 1 of 2.
Under the title 2005 test year, | would add in
t housands.

MR. RATHNASWAMY: Your Honor, at this time |
woul d move the adm ssion into evidence of Nicor Gas
Exhi bit No. 14.0, including its attachment 14.1.

Ni cor Gas Exhibit No. 31.0 including its Attachments
31.1 through 31.3. And finally, Nicor Gas Exhibit
No. 42.0 including its attachments 42.1 through 42.3.

JUDGE ARI DAS: Are there any objections to the
aforementi oned exhibits be admtted into the record?
Hearing none they are admtted.

(Wher eupon, Nicor Gas
Exhi bits Nos. 14.0, 31.0 and 42.0
were admtted into evidence as

of this date as previously marked
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on e-docket.)

JUDGE ARI DAS: Mr. Robertson, do you want to
proceed with cross.

CROSS EXAM NATI ON
BY
MR. ROBERTSON:

Q Good afternoon, M. Heintz, nmy name is Eric
Robertson and | represent the Illinois |Industrial
Energy Consuners and | would like to ask you
initially some questions about the average and peak
met hod.

Do | understand your testimony in this
proceeding correctly that you believe that the
coincident peak is a nore accurate allocation method
than the average and peak met hod?

A First of all, it's a pleasure to see you
agai n. Second of all, yes. | do believe that the
coi nci dent peak nmethod is superior for various
reasons.

First of all, the average peak met hod
as referred to in the NARUC, which is the National
Associ ati on of Regul atory Conm ssioners gas rate
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handbook calls it a comprom se. It is simply that,
it is a comprom se. The degree to which the | oad
factor which is used to determ ne how much is put on
vol ume and how much is put on demand is used as a
proxy or a conmprom se between high |oad factor and

| ow | oad factor custoners.

The | oad factor may coincidentally
relate to some benefits that are attributable to the
| ow | oad factor customers, but it is sinply that, it
is a coincident, it is a conprom se. The systemis
built for coincident peak, it is built to serve a
peak day. Yes, there is excess capacity during other
peri ods of year, but cost causation follows why did
you build it. And if you are going to follow costs
and their causation, which is imedded cost or cost
of service should follow, you would use the
coi nci dent peak nethod.

Q Now, am | also correct that the Conpany in
this case has indicated that it would accept the use
of the A and P method for the purpose of this case?

A Yes.

Q Now, is it your understanding that is in
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part because the Comm ssion favored the use of the A
and P method in the |ast case?

A Actually, | don't know the exact reasoning
behi nd the Conpany's deci sion.

Q Do you know whet her or not the Comm ssion
favored the use of the MDM study in the | ast case?

A Yes, sir, they did.

Q Now, coul d you please turn to Page 8 of
Ni cor Exhibit 42, your surrebuttal testimony?

A | am there, sir.

Q Now, at Lines 145 and 146, you discuss the
al l ocators of the average and peak; is that correct?

A | discuss the volumetric portion or the
average at 45 and 46 being 23.1 percent.

Q Now, woul d you agree that the average in
peak is a weighted average of two different
all ocators, the first being the design day or peak
al l ocator and the second being an average day
al l ocator?

A Yes, sir, it is a conposite.

Q And woul d you agree that the weight that is
given to the average day allocator in the A and P
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met hod is the | oad factor of the systenf

A The wei ght given to the volumetric portion
is the load factor of the system

Q And so the weight given to the design day
allocator in the A and P nethod is 1 mnus the | oad
factor; is that correct?

A To the demand portion, yes.

Q So if the system |l oad factor was
30 percent, then the average day allocator or the
volunmetric allocator would be 30 percent and the
demand portion of the allocator would be 70 percent?

A That is correct.

Q Now, the average day allocator is just the
annual volumes of each class divided by 365 days; is
that correct?

A l'm sorry could you restate that question?

Q |s -- the average day allocator or
volunmetric allocator is just the annual vol umes of
each custoner class divided by 365 days; is that
correct ?

A The 23.1 percent is not.

Q And how is the 23.1 percent cal cul ated
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here?

A It is the total volume divided by 365
di vided by the peak day volume. Or rephrased,
average daily volume divided by peak day vol une.

Q Now, the method of cal culating these
factors that we have just discussed, is that how you
have applied themin this case?

A Yes, sir, | have.

Q And is it true -- is that true with regard
to both your rebuttal and surrebuttal testimony?

A Yes, sir.

Q Now, in your application of the method in
this case, have you consistently used the same design
day demands in your direct rebuttal and surrebuttal
testi nony?

A Yes, | have. | have used the total demand
for transportation, the firm demand for distribution
ot her than mains and the MDM study for mains,

di stribution mains.

Q Now, could you turn to your rebuttal
testimony, Nicor Exhibit 31. And I'm going to refer
you to Page 8 and Lines 164 through 170. Now, there
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you di scuss a way that the Comm ssion could apply the
A and P method to main costs, and yet still preserve
as much of the benefit of the MDM study as an
accurate assignor of main costs to the customer

cl asses. | s that the correct characterization of
your testinony in this |ocation?

A Yes, sir.

Q Now, do you agree that the allocation of
the costs in the MDM study is based on the peak day
flow of gas through the mains?

A The MDM study uses the peak day to
determ ne the peak day flows, what portion -- how
much of each sized main is used by each customer.

Q Now, do you agree that the allocation of
costs in the MDM study is not based on the number of
connections to smaller mains?

A When you say nunber of connections,
customer service?

Q Well, for instance, the number of custoners
connected to the 2-inch main.

A No, it's the demand.

Q So you agree that the study is not based on
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t he number of connections to smaller sized mains?

A That is correct.

Q So if that is the case, if a customer cl ass
such as Rate 77, for exanple, does not use 2-inch
mai ns on a peak day or the design day, would you
agree that it follows that the class would not use
2-inch mains on an average day?

A Yes, sir.

Q Now, your testinmony at Lines 164 to 170,
woul d -- you discuss the use of the A and P method in
a way that would preserve as much of the accuracy of
the MDM met hod as possi bl e. Do you mean that the
average day part of the formula should also reflect
the fact that not all classes use the smaller
di ameter mains with the same intensity?

A No, | believe that the volume would be
based on their actual volunme and the 23.1 percent of
the MDM woul d be associated with the volume.

Q So woul d you agree, then, in determning to
preserve as nmuch of the accuracy of the MDM fornul a
as possible, that the demand portion should reflect
the fact that not all classes use the smaller
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di ameter mains to the same intensity?

A That is correct.

Q Now, if you turn to Pages 14 and 15 of your
rebuttal -- I'msorry, it's just Page 14, Line 297.
There you ask yourself the question, do you have an
exhi bit that shows the affect of Nicor Gas proposed
revisions on staff's e-costs; is that correct?

A Yes, sir.

Q And e-costs there stands for enbedded cost
of service study; is that correct?

A Yes.

Q And you answer that question in the
affirmative; is that correct?

A Yes.

Q Now, is the revision that you reference to
staff's e-costs shown on Nicor Gas Exhibit 31.2,
which is your revised Schedule F from the staff's
e-costs study?

A Yes.

Q And was this version of the study prepared
under your supervision and at your direction?

A Yes, it was.
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Q And did you uncover any mathematical errors
or m scal culations in Nicor Gas Exhibit 31.2?

A | don't recall finding any in 31.2.

Q Does the study that's summarized in
Exhibit 31.2 utilize the A and P method for
functionalizing all T and D costs, excluding mains?

A Yes, sir.

Q Does the study summarized in Exhibit 31.2
all ocate main costs as the Comm ssion authorized in
the | ast case?

A It's slightly different because the | oad
factor is different than the | ast case, it was a
30/ 70 split. This case it is a 23.1/76.9 percent
split.

Q But other than that, is it essentially the
same approach?

A Yes, sir.

Q Now, is it correct that at the top of Page
15 of your rebuttal testinmony, Nicor Exhibit
No. 31, you recomend the Conm ssion use Exhibit 31.2
as the basis for interclass revenue allocation in

this case?
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A Yes. | f the Comm ssion were to determ ne
the A and P method's correct, yes.

Q Now, woul d you turn to Page 5 of your
surrebuttal testimony, which is Nicor Exhibit 42.

" mlooking at question and answer that begins on
Line 96. You discuss a revised version of staff
wi tness Luth's cost of service study; is that
correct?

A Yes.

Q And is this revised version of M. Luth's
study included as Nicor Exhibit 42.3 to your
surrebuttal testimony?

A Yes, it is.

Q Now, is the study in 42.3 different from
the study that you and | just discussed as
represented by Nicor Exhibit 31.2?

A It is a different study that has different
results, yes.

Q And does this study, Exhibit 42.3, an
attenpt to correct certain errors in M. Luth's
study?

A This 42.3 does attenmpt to correct one error

292



10

11

12

13

14

15

16

17

18

19

20

21

22

in M. Luth's study.

Q Now, just out of curiosity, in line 100,
whi ch is probably violating one of ny rules, but when
you reference Dr. Rosenberg there, you were not
attempting to suggest that Dr. Rosenberg was in
agreement with M. Luth's study or this revised
study?

A No, sir. | believe in crediting someone
who bring something to your attention.

Q Now, if there were -- if there m ght have
been other errors in M. Luth's study that were not
corrected in this study, | guess it's safe to say
they would still be reflected in Exhibit 42.3,

M. Luth's errors, to the extent they existed?

A Yes, sir.

Q Now, woul d you agree that none of the
embedded cost of service studies that you presented
in this case includes net hub revenues?

A Yes, sir.

Q Woul d you agree that or do you know whet her
or not any of the enbedded cost of service studies
presented by the staff, M. Luth in this case,
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include net hub revenues?

A | don't recall.

Q Now, assum ng the Comm ssion decided to
include net hub revenues in base rates as an offset
to costs, would you agree that the cost of service
study ultimately used by the Comm ssion for revenue
al l ocation should include those hub revenues?

A | f the Comm ssion were to so decide, yes.

Q Are you aware that Dr. Rosenberg has made a
recommendation to allocate all storage costs to sal es

classes in this case?

A Yes, | am

Q And he has proposed that no revenues be
allocated -- I"m sorry, no storage cost be allocated
to transportation customers, is that correct, in the

context of the embedded cost of service study?
A Yes, it is.
Q Now, at Page 12 of your rebuttal
Exhi bit 31, Nicor Exhibit 31, you respond to
Dr. Rosenberg's suggestion; is that correct?
A Yes.
Q Now, as | wunderstand your testinony there
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you were suggesting that in your opinion if
Dr. Rosenberg's suggestion were followed, the
revenues, and the revenues from SBS charges were
credited to the sales classes, the end result would
be the same as in your treatment of storage costs; is
that correct?

A Well, it would have to be done correctly.
In other words, currently today the costs that are
all ocated to the transportation customers for
storage, they do not pay if they do not take storage.
So if $100, just to keep a round number, is allocated
to transportation and nobody in the transportation
cl asses takes storage, then no one in the
transportation classes pays the 100. Whether it's
fully subscribed, if all of the storage services are
fully subscribed, or not. However, all of the
transportation customers do have a right to demand
storage and as a result that is why |I'm allocating.

Q So are you suggesting, just make sure
under stand what you're saying, is that as |ong as
transportation customers have the right to demand

storage, then your statement here would be correct?
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A What |'m suggesting is that if you are
going to take a revenue credit treatnment and not
allocate to them, you would also have to remove from
the tariff their right to demand storage. | f they
have a right to demand the storage, Nicor Gas has a
responsibility to have enough storage for them as a
cl ass.

And as a result, the correct --
because the tariff currently requires Nicor Gas to
stand by with enough storage for the class, that we
need to allocate those costs. However, if an
i ndi vidual transportation customer desires no storage

and does not sign up for storage and pay the charge

they will not be paying any of the storage costs.
That's how it currently works. If you are going to
treat it as revenue credit, you are treating it |ike

a non-firm storage, as avail abl e.

If it is the intention of a party to
have as avail able storage, revenue crediting would be
correct. But when sonmebody has the right to demand
I want it, there is a cost incurred. And as a

result, they should be allocated the costs, through
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rate design, through the SBS charge and | believe

it's Rider 5. A transportation customer who does not

take storage will not have incurred any of the costs.
And as a result | see no reason to change.
Q Now, are you aware that Nicor is proposing

to change certain conditions on storage in this
proceedi ng?

A Yes, my understanding is there is a
reduction in the amount of storage.

Q s it possible that if the Conm ssion were
to accept these proposals, that some of the
transportation customers may opt for |ess storage
than they had in the past?

A Well, it's fully subscribed as 26 days
currently and the proposal is to drop it to 23. So
woul d assume it would still be fully subscribed. But
i ndi vidual custonmers, | believe it's annually, may
change their nom nations in terms of the amount of
storage. And if there is excess storage, others in
the class can have more than their right.

MR. ROBERTSON: Can | have one second to get a

pi ece of testimony fromthe back, please.
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BY MR. ROBERTSON:

Q Woul d you accept, subject to check, that in
Ni cor Exhibit 8.0 on Page 7, Lines 154 to 156,

M. Bartlett states, historically, however, many of
the conpani es end use transportation custonmers do not
ei ther subscribe to or use their full storage rights
on a regul ar basis?

A | don't know what subject to check means in
this proceedi ng. If it's part of the record, it's
part of the record

Q Woul d that suggest to you that storage is
not fully subscribed?

A That's tal king about i ndividual custonmers,
it wasn't tal king about the customer class as a
whol e.

Q Do you know that he was tal king about
i ndi vidual customers as opposed to transportation
customers as a cl ass?

A | f you would reread it?

MR. RIPPIE: What's the line?

MR. ROBERTSON: 154 to 155, 156.

THE W TNESS: I have no i ndependent know edge
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ot her than the words that are written here. |If you
would Iike me to opine on themas | see them |[|'1]I
defer to counsel.

BY MR. ROBERTSON:

Q No, I'lIl ask M. Bartlett.
A | will point out | believe --
Q | haven't asked any question. Would you

agree that under Dr. Rosenberg s suggested all ocation
of storage with a credit of SBS revenues to sales
classes, the result of the cost study would depend
upon the ultimte | evel of the SBS charge that has --
t hat was approved in this case?

A Coul d you repeat that, please

Q Woul d you agree that under Dr. Rosenberg's
suggested allocation of storage, with a credit of SBS
revenues to the sales classes, the result of the cost
of service study would depend upon the ultimate | evel
of the SBS charge that was approved in this case?

A It would depend on how the credit was done
and audited.

Q How woul d the credit have to be done to
acconplish that?
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A It would have to be through base rates.
And it would have to be apportioned correctly to the
sal es customers -- customer classes in proportion to
t he amount that was reallocated fromthe
transportation customers in order to give the sane
result. The net affect being no additional --
because it's fully subscribed there would be no net
additional costs attributable to any one rate cl ass

Q Woul d you agree that would depend on
whet her it was in fact fully subscri bed?

A Yes.

MR. ROBERTSON: That's all | have, thank you.

JUDGE ARI DAS: Any further cross, staff? That's
it. Redi rect ?

MR. RATHNASWAMY: No redirect, your Honor.

JUDGE ARI DAS: The witness is excused.

(W tness excused.)

JUDGE ARI DAS: Why don't we take a 15-m nute

break.
(Break taken.)

MR KELTER: My name is Robert Kelter, | would

i ke to make an appearance on behalf of the Citizens
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Utility Board, 208 South LaSalle, Suite 1760, Chicago
60604.

MR. ZI BART: And again appearing on behal f of
Northern Illinois Gas Conpany.

JUDGE ARI DAS: Mr. D' Al essandro, please raise
your right hand.

(Wtness sworn.)

ROCCO D' ALESSANDRO,
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:

DI RECT EXAM NATI ON

BY
MR. ZI| BART:
Q Woul d you state and spell your nane,

pl ease, sir?
A Yes, Rocco D' Al essandro. First nane is
R-o0-c-c- 0. Last name is D, apostrophe, capital
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A-l-e-s-s-a-n-d-r-o.

Q And Mr. D' Al essandro, are you an enpl oyee
of Ni cor Gas Company?

A Yes, | am

Q What is your position at Nicor Gas?

A Seni or vice president of operations.

Q M. D Alessandro, has written direct
testi mony been prepared by you or under your
direction and control for subm ssion in Comm ssion
Docket 04-07797

A Yes, that is correct.

Q And do you have in front of you a docunent
that has been marked for identification Nicor Gas
Exhibit 5.07?

A Yes, that is correct.

Q And is that a true and correct copy of your
written direct testimony?

A Yes.

Q And is there attached to your testinony,
Ni cor Gas Exhibit 5.1, is a copy of Schedule F4 to
Ni cor Gas' Part 285 subm ssion?

A Yes, that is correct.
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Q And has written rebuttal testimony also
been prepared by you or under your direction and
control for subm ssion in this docket?

A That is correct.

Q And do you have in front of you a docunent
that has been marked for identification, Nicor Gas
Exhi bit 22.07?

A That is correct.

Q |s that a true and correct copy of your
written rebuttal testinony?

A Yes, it is.

Q M. D Alessandro, do you have any changes
or corrections that need to be made to your testinony
before it's entered into evidence?

A No, | do not.

Q So if I were to ask you the questions set
forth in these docunments marked Nicor Gas Conmpany
Exhi bit 24.0 and 22.0, would you give the same
answers set forth in those docunments?

A Yes, | woul d.

Q And you intend these two docunents to
comprise your sworn testinmony in this docket?
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A That i s correct.

MR. ZI BART: Your Honors, | have no further

guestions for M. D' Al essandro on direct and we nove

t he adm ssion of Nicor Gas Exhibit 5.0 22.0 and 5.1,

subject to cross exam nation.

JUDGE ARI DAS: Are there any objections to the
af orementioned exhibits being admtted into the
record? Hearing none they are admtt ed.

(Wher eupon, Nicor Gas

Exhi bits Nos. 5.0, 5.1 and 22.0
were admtted into evidence as
previously marked on e-docket as
of this date.)

MR. ARIDAS: M. Kelter, please proceed with

Cross.

CROSS EXAM NATI ON
BY
MR. KELTER:

Q M. D Alessandro, could you turn to Page

2
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of your direct testimony, please. Looki ng at Line
28, you state the Conpany's test year operating
expenses are prudent and reasonable given the
services Nicor has provided to its custonmers and t hat
Ni cor Gas has been and remains a very efficient gas
utility and our rate proposal reflects that fact.

Do you expect the Comm ssion to take

into consideration the fact that you are a very

efficient gas utility in this proceeding?

A Yes, | do.

Q Do you believe that your customers perceive
Ni cor Gas to be a very efficient utility?

A Yes, | do.

Q And do you believe that Nicor custoners
rely on you to be an efficient utility?

A Yes, | do.

Q Turning to Page 12 at Line 244 you state,
The capital managenent team on which | serve
consi ders whet her capital projects will cost
effectively enhance the safety and reliability of
customer service, correct?

A Yes, that is what it says.
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Q Are you famliar with Conmfort Guard?

MR. ZI BART: Your Honor, at this point, | would
li ke to express an objection. And M. Kelter was
good enough to |l et us know that he would be asking
M. D Al essandro about the Gas Line Confort Guard
area, which is the subject of our pending notion.
And the Company believes it is irrelevant to the
i ssues before the Commi ssion in this docket. | woul d
al so point out that it's beyond the scope of the
direct testinmony and rebuttal testinmony of
M. D Al essandro.

MR. KELTER: Your Honor, I'Il relate it to his
testimony, |I'mjust laying a foundation for ny
guesti ons.

JUDGE ARI DAS: We'l |l overrule the objection, but
be aware that this area is subject to a pending
motion, so just tread carefully.

THE W TNESS: Could you repeat your question,
pl ease.

BY MR. KELTER:
Q Sure. Are you famliar with Conmfort Guard?
Yes, | am
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Q And you know what the program does in terns
of replacing connectors?
A |*'m not sure if that's a -- yes, that m ght

be one part of the Gas Line Comfort Guard program.

Q Do you consider Confort Guard a safety
program?

A Yes, | do.

Q In terms of your responsibility for safety

progranms, do you know if Nicor considered replacing
t he connectors that were at issue in the Confort
Guard program as part of the utility progrant?

MR. ZIBART: | would ask that M. Kelter make
clear, since the Gas Line Confort Guard is a service
provi ded by Nicor Services, which is an affiliate of
Ni cor Gas, | would ask that he be clear on which
Ni cor he's tal king about when he asks that question.

JUDGE ARI DAS: Can you do that, M. Kelter?

BY MR. KELTER:

Q Yeah. Did Nicor Gas consider replacing the
connectors that are initiated by the Comfort Guard
program as a part of a utility progrant

A | believe that is correct, that we have.
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Q Before Confort Guard was offered by Nicor
Services, do you know if Nicor Gas in fact did
service those connectors?

A | believe that is correct.

MR. KELTER: That's all the questions | have.

JUDGE ARI DAS: Any ot her cross? Judge Brodsky,
any questions?

JUDGE BRODSKY: No, thank you.

JUDGE ARI DAS: Redirect?

MR. RI PPl E: Could we have just about
30 seconds?

MR. ZI BART: No redirect.

JUDGE ARI DAS: Thank you, M. D' Al essandr o,
you' re excused.

(W tness excused.)

JUDGE BRODSKY: You may call your next w tness.

MR. RATHNASWAMY: Northern Illinois Gas Conmpany
calls M. James CGorenz.

(Wtness sworn.)
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JAMES GORENZ,
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:

DI RECT EXAM NATI ON

BY

MR. RATHNASWAMY:

Q Pl ease state your name.

A James Gorenz.

A Pl ease spell your | ast nane.
A G o-r-e-n-z.

Q What is your business address, sir?

A Ni cor Gas Conpany, 1844 Fairy Road,
Naperville.

Q Who is your enmpl oyer?

A Ni cor Gas Conpany.

Q I n what position are you enployed?

A Manager of supply accounting.

Q M. Gorenz, did you prepare or have

prepared at your direction and under your supervision
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direct, rebuttal and surrebuttal testinmony that you
intended to be submtted to the Illinois Comrerce
Comm ssion in this matter ?

A Yes, | did.

Q If I can direct your attention, please
sir, to Nicor Gas Exhibit No. 41.0 and it's attached
Exhi bit 41.1. If I were to ask you the questions
t hat appear in said surrebuttal testimny, would you
give the answers that appear therein including the
attachment thereto?

A | would with one m nor correction. On Page
28 of 31, Line 607, instead of OO and M change that
to depreciation.

Q Thank you. May | direct your attention to
the rebuttal testinmny, Nicor Gas Exhibit 26B.0 and
its attached exhibits, 26B.1 through 26B. 4.

M. Gorenz, if |I were to ask you the questions that
appear in said testinony, would you give the answers
t hat appear therein including the attachnments

t hereto, subject to the corrections and revisions of
your surrebuttal testimony?

A Yes, | woul d.
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Q Finally, M. Gorenz, if | could direct your
attention to your direct testinmny, Nicor Gas
Exhibit 11B.0 and its attachment 11B.1. Subject to
any corrections and revisions in your rebuttal and
surrebuttal testimony, if | were to ask you the
guestions that appear in your direction testimny
woul d you give the answers that appear therein and
the attachment thereto?

A Yes.

MR. RATHNASWAMY: Your Honors, | move the
adm ssion of Nicor Gas Exhibit 11B.0 its attachment
11B. 1, Nicor Gas Exhibit 26B.0 and attachments 26B.1
through 26B.4. And finally, Nicor Gas Exhibit 41.0
and its attachment 41.1.

JUDGE BRODSKY: Any objections? Hearing none
those will be admtted subject to cross

(Wher eupon, Nicor Gas

Exhi bits Nos. 11B.0, 11B.1,
26B. 0, 26B.1 through 26B.4, 41.0
and 41.1 were admtted into

evi dence havi ng been previously
mar ked on e-docket as
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of this date.)

JUDGE BRODSKY: Who wi shes to proceed?

MR. GORG. The attorney general's office, your
Honor .

JUDGE BRODSKY: Very well, proceed.

CROSS EXAM NATI ON
BY
MR. GORG:

Q M. Gorenz, my name is Risi Gorg on behalf
of the People of the State of Illinois. Pl ease refer
to Page 38 of your rebuttal testinmny, Nicor Gas
Exhi bit 26B. 0.

A ' m sorry, which page?

Q Page 38. In this section of your testinmony
you testified here on additions to plant, correct?

A That is correct.

Q On Lines 854 to 856, you state M. Effron's
met hodol ogy is arbitrary and ignores the inpact of
any infrequent and nonrecurring events, correct?

A That is correct.

Q On Page 36, Lines 807 to 809, you state
M. Griffin attempts to dispel the accuracy of Nicor
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Gas' capital expenditure budget by conparing actual
to budgeted vari ances over a historical time period,
correct?

A That is correct.

Q M. Griffin conpares actual capital
expendi tures with budgeted capital expenditures for
the years 1998 to 2003, correct?

A That is correct.

Q The nonrecurring events you refer to are
the two cancell ations, the customer care information
system project term nated in 1998 and the 2003
conpressor project under budgeted in 2002 by about
$7 mllion, correct?

A That is correct.

Q And both the cancellations to the customer
care informati on systens project and the conpressor
project took place in different years, correct?

A That is correct.

Q Does every budgeted item al ways become an
actual expenditure?

A Every budgeted itemto the extent that we
i ncur costs on that specific item would becone an
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actual expenditure, that's correct.

Q M. Gorenz, of all items budgeted, do they
all become actual expenditures?

A To the extent a budgeted capital
expenditure is deferred in the current period then
there may not be capital expenditures associated with
that in the current period.

Q Woul d that also be the case if the item was
cancel ed?

A ' m sorry, could you repeat the question?

Q Would it also be the case that actua
expenditures fell below budget expenditures if itemnms
were cancel ed?

A If items were cancel ed, prior to the
conpl etion, generally speaking, their actual
expendi tures would likely be |less than the budget,
yes.

Q And as you mentioned, one reason the
conmpany could fall under budget would be that
cancell ati ons occurred, correct?

A There are a nunmber of reasons that one
m ght fall bel ow budget in any cal endar year. One of
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t hose reasons could be a project cancellation.

Q If it is true that these nonrecurring, as
you referred to them cancellations took place in two
di fferent years out of a 6-year period, isn't it
possi bl e that a cancell ation can take place in 2005

the forecast year?

A The reason that | make reference to these
two individual projects, | guess there is
three points that | would |Iike to make. Number one,

their significance, they are two of the |arger
projects in Nicor Gas' history. Second of all, the
fact that the projects were well underway before the
deci sion to cancel those projects is unique and
that's why we pulled them out of this analysis. And
then the third reason is that in the last 10 to 15
years | do not recall any capital expenditures of
this magnitude that were canceled simlar to these
and that's why we felt it was appropriate to exclude
these from the anal ysis.

Q M. Gorenz, isn't it possible that a
cancel l ation can take place in the year 2005, the
forecast year?
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A It is possible that a cancellation could
t ake pl ace.

Q Pl ease refer to Page 81 of your rebuttal
testimony. You state on the top on Lines 814 to 815,
In 2005 Nicor Gas had begun the year recording
uncol |l ecti bl e account spending using a |loss ratio of
1.40 percent, correct?

A That is correct.

Q Refer to Page 79, on Lines 1785 to 1790.
Coul d you actually please review these |ines.

A Yes.

Q You state in those lines that you use a
rolling 12-month period to determ ne the percentage
of revenue that is not collected, correct?

A | state in Lines 1785 through 1790 that in
order to conpute the loss ratio we first do a
correlation with conpares charge offs to revenues
whi ch gave rise to those charge offs. As indicated
in my rebuttal testinony and also in my surrebuttal
testimony, the 8-month is the best correlation, which
means that on average accounting is going to charge
of f 8 months subsequent to its billing.
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Q This cal culation is how you cal cul ate the
| oss ratio, correct?

A That is correct.

Q The Conpany's revenue requirenment would
increase with a higher |loss ratio and decrease with a
| ower | oss ratio, correct?

A Correct.

Q M. Gorenz, did you review past Comm ssion
dockets in comng to the decision of how to determ ne
the loss ratio?

A When we determ ned the |oss ratio, again we
determ ne it consistent with the manner in which we
prepare our consolidated financial statements. Those
consol i dated financial statements are reviewed and
audited in accordance with GAP by external auditors.

Q Did you review past Comm ssion dockets in

comng to the decision of howto determ ne the |oss

ratio?
A No.
MR. RATHNASWAMY: Your Honor, 1'Ill object. It

is not clear to me that the assunmption i s made that
this individual wi tness made that decision or whether

317



10

11

12

13

14

15

16

17

18

19

20

21

22

he i s being asked about a decision made by the
Conpany.

JUDGE ARI DAS: Do you want to try to clarify
t hat ?
BY MR. GORG:

Q M. Gorenz, was there --

JUDGE BRODSKY: WAs there a response to the
obj ecti on?

MR. GORG. | was going to try to clarify.

JUDGE BRODSKY: Okay, please proceed. Thank
you. BY MR. GORG:

Q M. Gorenz, in your preparation of your
testimony on the loss ratio, did you revi ew past

Comm ssi on dockets?

A Past Comm ssion documents in relation to

those relating specifically to Nicor Gas?

Q Relating to the determ nation of the | oss

ratio.

A | did not. Reason being is that conpanies

may record or determ ne what their loss ratio is

different fashion. Charge offs, as a percentage of

revenues and their best correlation are fit to those
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revenues, is |largely dependent upon the credit
practices so you may see a different charge off or a
di fferent manner in which to compute the
uncol | ecti bl es accounts between conpanies. This
process or this analysis that we performis
appropriate and it's consistent with that which we've
utilized for several years.

Q Are you aware of past Illinois utility
positions regarding the determ nation of |oss ratios?

A No.

Q Are you aware of the Conm ssion deci sions
regarding loss ratios fromthe |ast 4 years?

A No.

Q | would like to refer you to AG

Exhibit 1.3, Schedule C-2A. And if you don't have

it, I can provide a copy
A | don't have a copy.
Q This schedul e represents M. Effron's

cal cul ations of loss ratios for the years 1999 to
2004, correct?

A What |'m viewi ng here appears to be a
response to AG Exhibit 1.3, Schedule -- 1'm sorry,
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yes, you're correct.
Q I n each of those years the loss ratio is

bel ow 1. 40 percent, correct?

A | don't agree with his computation of the
| oss ratio.

Q | f you | ook at the colum marked ratio
however, in each of those years the loss ratio is

bel ow 1.4 percent, correct?

A The ratio of actual net charge offs for the
cal endar year, divided by the revenues for that
particul ar cal endar year, which were not necessarily
those that gave rise to these charge offs. It does
appear as if it's less than 1.32 in those years, but
again that is not how loss ratio is appropriately
conmput ed.

Q According to Schedule C-2A the average for
the loss ratio for the nmost recent 3 years is
1. 25 percent, correct?

A | don't see that average on here, and
again, | don't agree with the phrase |loss ratio as
you refer to it.

Q | f you were to calculate the average for
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the past -- for the last 3 years, the nunber you

woul d get is 1.25 percent, correct?

A | don't see that average on here
Q Can | provide a calculator for you?
MR. RATHNASWAMY: Your Honors, I'Ill object at

this point to the relevance of asking himto compute
t he average of three figures which he says are
incorrectly cal cul ated, presented by a witness who is
not him

JUDGE BRODSKY: Sust ai ned.
BY MR. GORG:

Q In 2004, according to this schedule, the
| oss ratio was 1.32 percent, correct?

MR. RATHNASWAMY: Asked and answer ed.

MR. GORG | don't believe it was asked, your
Honor .

MR. RATHNASWAMY: |'Il withdraw the objection.

JUDGE BRODSKY: All right, fine.

THE W TNESS: Can you restate the question?
BY MR. GORG:

Q According to Schedule C-2A in 2004 the | oss
ratio was 1.32 percent, correct?
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A The |l oss ratio as calcul ated by the Conpany
is 1.39 percent as indicated in our rebuttal
testimony. This schedule that you're referring to
here, which again is not an appropriate cal cul ation
of the loss ratio, would indicate that net charge
offs divided by revenues, which were not necessarily
associ ated or given rise to those charge offs, is
1.32.

Q M. Gorenz, please refer to your
surrebuttal testimony, Exhibit 41.0, Page 23.
Specifically Lines 488 to 491. You answer a question
about why you believe that the use of a historical
average is inappropriate in calculating the test year
| oss ratio, correct?

A | specifically respond to the question why
do you believe the use of a historical average is
i nappropriate in calculating the test year ratio.

Q Now, can you refer back to -- well,
actually stay on Page 23 and refer to Lines 495 to
496. You state that a review of the historical |oss
ratios clearly indicates an upward trend in that
rati o, correct?
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A That i s correct.

Q You present no data to support this claim

correct?
A | believe we have provided information in
our rebuttal testinony to support that. And | think

el sewhere we've also indicated that approxi mtely

10 years ago that we had uncollectibles of 8 mllion
in comparison to our forecasted 35 mllion in the
2005 test year.

Q Could I refer you to Page 81 of your
rebuttal testimony. Beginning on Line 1822, do you
address Account 921, office supplies and expenses?

A Yes.

Q Now, could |I refer you to Nicor Schedule

C-4, Page 4. And do you have a copy of it in front

of you?
A Let me see. | do not.
Q We can provide copies to the parties. On

Schedul e C-4, Page 4, Line 111, was the actual office
supplies and expenses in 2003, $17,165, 0007?
MR. RATHNASWAMY: Not in the nature of

obj ection, but I just want to be clear, is this
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Schedul e C-4 as part of the 285 subm ssion or is it

part of something else?

MR. GORG. No, it's part of the 285.

THE W TNESS: Yes.

BY MR. GORG:

Q Did the Conpany budget

expense in 20047

$18, 895, 000 for

A The Company budgeted 18,895,000 for 2004.

Q Does this represent

$1, 730, 0007

A Subj ect to check, yes.

Q Pl ease refer to

this was a cross exhibit,

earlier this norning, we will

an increase in

response to AG 1.36, and

Cross Exhibit 5 entered

parties. On Page 3 of the response, was the actual

of fice supplies and expenses

A Yes.

Q Does this represent

from 2003 to 20047

A Subj ect to check, yes.

Q Thus was the Conpany's forecast

supplies and expenses for

2004 off

in 2004, $16, 824, 0007

by $2,071, 0007

this

provide copies to the

a decrease of $341, 000

of office
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A |'m sorry, can you repeat the question?

Q Was the Conmpany's forecast of office
supplies and expense for 2004 off by $2,071, 000?

A Yes.

Q Woul dn't you agree that as a general matter
the further into the future a forecast goes the nore
likely it is to be off?

A No.

Q Pl ease refer back to Nicor Schedule C-4,
Page 4, Account 921 showing the office supplies and
expenses. Does the forecasted expense of 23,633,000
for 2005 represent an increase of $6,809,000 from the
actual expense incurred in 2004?

A The 2005 budget does represent an increase
over 2004 and it's due to several factors as we've
identified in both our rebuttal testimny and several
responses to data requests.

Q Does it represent an increase of
$6, 809, 0007?

A Subj ect to check, that | ooks appropri ate.

Q And subject to check, this would be an
i ncrease of about 40 percent over the actual expenses
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incurred in 2004, correct?

A When we devel oped the budget for 2005, the
devel opment of that budget was fromthe bottom up,
meaning it was created fromthe | owest | evel of
detail. We | ooked at specific projects --

MR. GORG. Object, your Honor, this is a yes or
no answer.

JUDGE BRODSKY: Sust ai ned.

BY MR. GORG:

Q This is an increase of 40 percent over the
actual expense incurred in 2004, correct?

A Subj ect to check, that appears correct.
That increase is attributable to several factors
again, that were identified specifically in our
rebuttal testimony, specific projects or specific
costs attributable to specific projects --

Q Thank you, M. Gorenz.

A -- that were identified in Schedule F-4 for
capital expenditures.

Q Your explanation of the increase in account
921 and this is Exhibit 26B, Pages 82 -- Page 82,

Li nes 1855 to 1856, you list costs which are driven
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by factors other than inflation and customer growth,

correct?

A That is correct.

Q You list three such costs, and they include
informati on technol ogy, allocations from Nicor, Inc.

and contributions to the Gas Technol ogy Institute,
correct?

A That is correct. Those are three
substantial costs that contribute to the increase
from'04 to 'O05.

Q | would like to refer you to Nicor's
response to AG 3.05 and mark it as a cross exhibit.
| believe it would be Cross Exhibit 7, AG Cross
Exhi bit 7.

(Whereupon, AG Cross
Exhi bit No. 7 was
mar ked for identification
as of this date.)
BY MR. GORG:

Q The response shows that the | argest single

factor contributing to the increase in Account 921 is

the increase in allocations from Nicor, Inc.,
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correct?

A That is correct.

Q And that amount is $2.2 mllion, correct?
A Yes.

Q | f you refer back to rebuttal testinony,

Page 83, Lines 1869 to 1872. You state, Such costs
all ocated to Nicor Gas have increased in the test
year due to several factors including higher cost
associated with ri sk management and oversi ght
activities and related internal controls testing
eval uation, correct?

A That is correct.

Q Do you provide any data supporting your
claimthat risk management costs have increased
causing a corresponding increase in cost allocations
from Nicor, Inc., to Nicor Gas?

A ' m sorry, could you restate the question?

Q Do you provide any data supporting your
claimthat risk management costs have increased
causing a corresponding increase in cost allocations
from Nicor, Inc., to Nicor Gas?

MR. RATHNASWAMY: Your Honors, 1'll object to

328



10

11

12

13

14

15

16

17

18

19

20

21

22

the ambiguity of the question in that it's not clear
whet her he's being asked about information provided
solely in his testinony or information provided in
di scovery and in Part 285 filing as well.

JUDGE BRODSKY: Sustained as to form you may
rephrase.

BY MR. GORG:

Q M. Gorenz, with respect to your testinony,
do you provide any data supporting your claimthat
ri sk management costs have increased causing a
corresponding increase to the cost allocations from
Ni cor, Inc., to Nicor Gas?

A The risk management activities that we're
referring to here relate to the devel opment and
expansi on of a risk department within the
organi zation and the allocation of those costs
appropriately anongst the affiliates based upon the
two factor formula.

Q Do you provide data to provide those
numbers or any numbers to support your claimthat
ri sk management costs have increased?

A The all ocation of these costs is in
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accordance with the operating agreement and is based
upon all ocation of cost based upon the two factor
formul a.

Q M. Gorenz, we just previously went through
why your position is that cost allocated to Nicor Gas
increased, correct? | can refer you back to your
testimony on Page 83, Lines 1869 to 1872.

A We just tal ked -- yeah, we just talked
about some of the reasons or factors behind why
all ocations from Nicor have increased, correct.

Q And one of the reasons that you list is you
claimthat risk management costs have increased,
correct?

A What | have claimed is that the cost
associ ated with the devel opment of a risk
organi zation within the company, and the expansi on of
t hat departnment in 2005, have increased and therefore
the all ocation has increased.

Q And do you provide any data to support your
claimthat the risk management costs have increased?
MR. RATHNASWAMY: Again, your Honors, 1'1l]I
object to the anbiguity because it's uncl ear whet her
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it's related to his testinmony.
BY MR. GORG:

Q Wth respect to your testinmony, do you
provi de any data to support your claimthat risk
management costs have increased?

A Specifically within the testinmny, no.

Q Do you provide any data, with respect to
your testinony, supporting your claim that oversight
activities cost have increased causing a

corresponding increase in cost allocations from

Ni cor, Inc. to Nicor Gas?
A We're referring to ri sk managenment and
oversight activities. So if your question is whether

ri sk management, slash, oversight, the answer is
yes -- I'"'m sorry, the answer is no, we have not
provi ded specific information.

Q And do you provide any data supporting your
claimwith respect to your testimony that rel ated
internal control testing and eval uation costs have
i ncreased causing a corresponding increase in cost
all ocations from Nicor, Inc. to Nicor Gas?

A As | previously stated in data responses
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and so forth, we have provided information relating
to the costs behind these increases and the factors
driving those increases.

Q M. Gorenz, does the data that you have
provided with respect -- to back up the clains with
respect to your testinmony, the clainms that you make
in your testinmony, explain why the growth in costs
charged to Account 921 should be $2.2 mllion greater
in 2005 than in 20047

A The information that we've provided in
response to data responses and so forth provide
support for the increase between 2004 actual and 2005
budget as well as 2004 budget and 2005 budget as well
as 2003 actual and 2005 budget.

Q Even assum ng the costs charged to Account
921 grow exactly as forecasted from 2004 to 2005,
woul dn't the 2005 expense be |ess than reflected in
Ni cor's proposed 2005 test year by $2,071, 000?

A No. As we indicated in our surrebuttal and
rebuttal testimony, as of March 31st our budget or
our estimate for operating maintenance expense during
the test year is on track. And what | mean by that
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IS when you conpare our current estimate of what

total other operation maintenance expense will be for
the test year, we anticipate that we'll be half a
mllion dollars or less than five-tenths of 1 percent

greater than the test year budget.

So when you | ook in aggregate at the
total operating expense budget we are on track and
there is no reason to believe or no reason to isol ate
an individual conponent such as office supplies and
expenses as you have here. Again, we're on track in
aggr egat e.

MR. GORG. | have no nore questions, your Honor.
JUDGE BRODSKY: Okay, who wants to go next for
cross? Please proceed.

CROSS EXAM NATI ON

BY
MS. DOCSS:
Q Good afternoon, M. Gorenz, my name is

Lei juana Doss on behalf of the Cook County State's
Attorney's office.
A Good afternoon.

Q | have only a few questions for you which
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is not referring to your testimny, however it is
referring to what I will | abel as Cook County State's
Attorney's office, slash, CUB Cross Exhibit 5. May |
approach?

JUDGE BRODSKY: You may.

MR. RATHNASWAMY: | apol ogi ze for not knowi ng,
but not having been here, is this already in
evi dence?

MS. DOSS: No, it isn't.
BY MS. DOSS:

Q M. Gorenz, do you recognize this docunent ?

Yes.

Q And did you prepare this response to

CUB/ Cook County's 1.06, this is Nicor's response, did

you prepare it?

A It would have been prepared under ny
supervi si on.

Q Now, | ooking at this Cross Exhibit 5,
you agree with me that Nicor's gas and storage
inventory -- this shows Nicor's gas and storage
inventory as of Decenber 31st, 2004.

MR. RATHNASWAMY: Your Honor, before that

woul d
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question is answered, | would like to interpose an
obj ecti on. | believe this is only a partial copy of
the response to the data request. It is |abeled as
Exhibit 3 and yet it has been tendered to the witness
as if it is the entire response.

MS. DOSS: Your Honors, it is correct that there
Is some additional documents in front of it.

However, this is Exhibit 3, Page 1 of 1 and | do
believe it is a stand al one docunent.

MR. RATHNASWAMY: I n that case, your Honors,
could I please at | east note ny objection to letting
the witness have the request, the data request
itself, in front of hin?

JUDGE BRODSKY: Do you have that document?

MS. DOSS: No, | do not have the actual request.
However, as | said, this is a stand al one document
and | was laying the foundation that this is a chart
showi ng LI FO | ayers for December 31st, 2004 and
that's what the questioning is about. However, if you
want me to provide it, | can do so.

JUDGE BRODSKY: As | ong as the questions are

strictly based on the content of this page, you may
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proceed.
BY MS. DOSS:

Q So as | was just -- to start over and get a
frame, this is regarding Nicor's gas and storage as
of December 31st, 2004, that's the title of the
document, correct?

A Yes, it does indicate that it's prelimnary
actual s of Decenmber 31st, 2004.

Q And the inventory that is shown on this
chart is shown by LIFO |ayer, correct?

A That is correct.

Q And that's also in the title of the
document ?

A Yes.

Q Now, if we | ook at the document, and I
woul d refer you to |ayer year 2003, do you see?

A Yes.

Q Now, as of Decenber 31st, 2004, Nicor had
296, 939,416 thernms in storage inventory priced at 58
cents, correct?

A |'m sorry, can you repeat the question?

Q Wel |, maybe you need a frame of reference
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If you would | ook at the second colum, again, we're
in |layer year 2003, second colum reads | oad factor
unit price?

A Yes.

Q And do you see it says 0.58 0.56 and so

forth?
A Yes.
Q Now, also could you refer to the sixth

colum, which, it says total ?
A Yes.

Q And do you see 296, 939, 4167

A Yes.

Q And that total is thernms, correct, gas
therms?

A That's correct.

Q So woul d you agree with me that in 2003 the
total amount of therms |isted, 296,939,416 therns,
was priced at 58 cents, approximtely?

A Yes.

Q Now, if we would convert this to
decat herms, would you agree with me that that
conversion is from1l to 10 in terms of 107

337



10

11

12

13

14

15

16

17

18

19

20

21

22

A Yes.

Q Woul d t hat be | ooking at the sane
i nformation, 29,693,942 decathernms?

A Yes.

Q And would the price be at $5.80 per
decat her n?

A 5.81, yes.

Q Now, again, |ooking at as of Decenber 31st,
2004, and | want you to |ook at the same col ums but
what we will | ook at is the |ayer year 1970. Now,
the total at that tinme, would you agree with me, is

269, 352,885 therms?

A That represents the 1970 | ayer, correct.

Q And isn't that inventory priced at 3 cents?
A 3 cents per therm correct.

Q Now, one | ast question. Wuld you agree

with me that as of December 31st, 2004, subject to
check, Nicor had approxi mately 300, 000,000 therns in

storage priced at about 2.7 cents?

A ' m sorry, can you repeat that question
again?
Q | f you would | ook at the remaining | ayers
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woul d you agree that subject to check, that Nicor had
approxi mately 300, 000,000 therns in storage priced at
about 2.7 cents?

A That's correct.

MS. DOSS: | have no further questions. And
woul d move for adm ssion of CCSAQ, slash, CUB Cross
Exhi bit 5.

MR. RATHNASWAMY: Your Honor, under the rule of
conpleteness | will object to the adm ssion of this
singl e page, which has not showed the data request
that called for this and it does not show the first
two exhibits.

MS. DOSS: Your Honor, just briefly in response,
I have no objection to supplementing the exhibit and
putting the conplete request with all responses.
However, again, the questions were in particular to
this particular exhibit, it is a stand al one exhibit,
the witness answered the questions without referring
to any type of other questioning. It's self
expl anatory, it's labeled, has a title. | really see
no reason to supplement it in this particular
i nstance.
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JUDGE BRODSKY: All right. The objection is
sust ai ned, but you may nmove, perhaps tonorrow, for
the adm ssion of the sheet that you' ve marked today
alone with the other parts of the data request or
di scovery request that go with it.

MS. DOSS: That's fine, your Honor.

JUDGE BRODSKY: That way it will be complete and
then there will be nothing left to the objection at
that point. So you can prepare that and submt it
when we reconvene.

MR. GORG. Your Honor, | apologize, | forgot to
nmove for this when | was done, but | would like to
move for the adm ssion of AG Cross Exhibit No. 7 into
evi dence.

MR. RATHNASWAMY: |'m sorry, which one is that?

MR. GORG. No. 7 is data response AG 3.05,

Ni cor's response.

MR. RATHNASWAMY: Your Honors, unfortunately
under the rule of completeness | will object again
because the question refers to AG data request 1.38
which called for conparing the forecasts of 2004 and
2005, not the actuals for 2004 and the forecast for
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2005. And thus if this exhibit is admtted without
AG data request 1.38 the record will be inconplete
and this will be out of context.

MR. GORG. Your Honors, if | can respond. The
exhi bit was used solely to refer to Nicor's position
that there would be an increase in cost allocated for
Ni cor, Inc. of $2,200,000, all the questions
pertained to that one figure. And the questions and
answers were narrowly tailored

MR. RATHNASWAMY: | do have a response.

JUDGE BRODSKY: Go ahead.

MR. RATHNASWAMY: There was al so questions about
the incremental increase which Nicor was forecasting.
And in the context of that series of questions and
answers it was suggested that these data conpared
2004 actuals with the 2005 forecast. That is
incorrect and the only way to show that in the record
is to include AG data request 1.38, unless counsel is
willing to stipulate.

JUDGE BRODSKY: Well, as far as the pending
objection | tend to agree it should be submtted
either all or nothing, so that |eaves you with the
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choi ce of whether you are going to stipulate or
whet her you want to submt the conpl ete package of
bot h data requests and responses or if you want to
wi t hdraw t he admi ssion request for AG Exhibit 7.

MR. GORG. Would counsel please repeat the
stipulation?

MR. RATHNASWAMY: Sure, if it would be
stipulated that AG data request 1.38 asks for a
conparison of the forecasts for 2004 and 2005 in
relation to Schedule C-4 rather than the actuals for
2004 and the forecast for 2005, then it would not be
necessary, it is nmy position, to add 1.38 to this.

MR. GORG. We would move to offer both data
requests and responses tonmorrow, if that is all owed,
your Honor .

JUDGE BRODSKY: That seens to satisfy the
Conpany as wel |.

MR. RATHNASWAMY: Yes.

JUDGE BRODSKY: So then first thing tomorrow
before we begin with testimny, please make that
moti on again to submt both into the record.

Okay, was there further cross for this
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wi t ness?

MR. LERNER: Yes, there is, your Honor, [|'ve
spoken to M. Feeley, it will go real quick. M ght
state an appearance?

JUDGE BRODSKY: I|f you want, you can use the

podi um
MR. LERNER: That would be fine, 1'll use the
podi um I"m Howard Lerner appearing as counsel for

the Environnmental Law and Policy Center along with
co- counsel . If I m ght approach, we've marked as
ELPC Cross Exhibit 3, 4 and 5 three data requests
that were submtted by the Environmental Law and
Policy Center and responded to by the Conpany.

I n conversations with M. Rippie and
M. Zibart we've agreed that M. Gorenz is the right
wi t ness.

(Wher eupon, ELPC Cross

Exhi bits Nos. 3, 4 and 5 were

mar ked for identification

as of this date.)

CROSS EXAM NATI ON

BY
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MR. LERNER

Q M. Gorenz, are you famliar with what has
been marked as ELPC Cross Exhibit 3?

A Yes, | am

Q And for the record, that is the Conmpany's
response to ELPC data request 1.02. Was it prepared
under your direction or supervision?

A Yes, it was.

Q s it true and correct to the best of your
know edge?

A Yes.

MR. LERNER: We woul d move for the adm ssion of
ELPC Cross Exhibit 3.

MR. RATHNASWAMY: Your Honor, | object on the
grounds of relevance and it is beyond the scope of
the witness' testinmony. But with regard to rel evance
in particular, |I cannot see any relationship at this
poi nt between the data requests and the matters at
i ssue.

MR. LERNER: Your Honor, Nicor is proposing that
base rates be based on the margi nal cost of service
study. And the cost of gas supply per thermon a
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mont hly basis is addressed by this as being higher
than the average cost. As part of the ratemaking
case, Nicor is proposing that uncollectibles be
consi dered as part of the gas supply cost. And
Nicor's testified that in basing rates the marginal
cost of supply study ought to be used to provide
price signals to the customers.

What this exhibit does is it conpares
the highest price per thermthat's paid each nmonth,
as you'll see then with Exhibit 4 and 5, what the
average cost is, the three of these fit together in
terms of the highest price per thermeach nonth to
the average and then the total amount of therms being
sol d.

So with regard to whether this witness
IS appropriate or not, we had some conversations can
M. Rippie and M. Zibart about what should be
directed to Mr. Gorenz who has testified they were
prepared under his direction and supervision and what
should be directed to Wtness Harms. We understood
to go forward here with Mr. Gorenz.

JUDGE BRODSKY: Okay, is there a response?
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MR. RATHNASWAMY: | apol ogize for the
unconventional nature

JUDGE BRODSKY: Before we get going, can both
you and counsel for ELPC use the m crophones because
it is hard to hear.

MR. RATHNASWAMY: Your Honors, | would like to
speak to the relevance issue, M. Rippie can speak to
what ever understanding there was or was not with
ELPC. So would it be all right if two attorneys in
this instance speak to this?

JUDGE BRODSKY: That's fi ne.

MR. RATHNASWAMY: As to the relevance of this,
the cost of gas under Rider 6 is in general not a
matter before the Illinois Comerce Comm ssion in the
case. Now, | do agree, there are rate design issues
about whether certain costs should be recovered
through Rider 6 or through base rates. But on its
face this docunment has nothing to do with that rate
desi gn issue.

And as for uncollectibles, it is true
t he amount of uncollectibles is a matter at issue in

this case and its relation to the cost of gas, but on
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the face of the docunment | see no connection between
this document and the issue of uncollectible
expenses.

JUDGE BRODSKY: And M. Ri ppi e.

MR. RIPPIE: Ms. Bugel and | and at a |later date
M. Lerner and | had a brief discussion as to which
wi t ness would be able to authenticate these docunments
and verify that they were in fact the data request
responses and that the data contained therein are
accurate. And M. Lerner has in fact showed M.
Gorenz the data response that he would be able to
confirm are accurate.

| tried to make clear, and | believe

that | did, that that was wi thout prejudice to our
argument that none of this had anything to do with
the direct testinmny or any issue in the case. And
that is the crux of both the objection, if you call
it one, of being out of scope of direct or whether
you call it relevance, it's not that these documents
aren't authentic or that the data on themis not
correct, but that they simply don't have anything to
do with the rate sheets that are the subject of this
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case.

MR. LERNER: Your Honors, if | mght respond.
First, | think we've cleared out the is this the
appropriate witness to direct this to. W obviously
have a di sagreenment on whether it's relevant or not.
As you know, part of our case through Wtness Dr.
Cushler is that energy efficiency can save customers
money by avoi ding some of the expensive natural gas
at the margin that's part of the supply, thereby
reduci ng the average cost and thereby saving all
consumers money.

These exhibits go to that point. They
have been presented by an expert witness you'll be
hearing from next week. There are witnesses that
have been put on by Conmpany, by staff and others who
are disagreeing with that.

Wth regard to the factual
informati on, what are the costs of gas at the margin
versus the average cost, rather than having witnesses
di sagree on what those numbers are, we thought it
woul d go to the adm nistration of justice here to
simply take the numbers that were supplied by the
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Company in response to data requests, and have those
numbers in the record. Those are the numbers, they
support the case with regard to the value of the
energy efficiency that is being put on by Wtness
Cushl er.
Utimtely, perhaps, there is a
di sagreenment between Nicor and the Environmental Law
and Policy Center, CUB and other parties as to
whet her energy efficiency ought to be in this case or
not, we believe it should be. It is appropriately
part of the case, there is a witness so testifying to
it and other witnesses have testified on it. W
ought not to get that issue caught up in what the
nunmbers are.
These are data request responses by

t he Company, apparently prepared under the direction
and supervision of M. Gorenz. W nove the adm ssion
of Exhibit 3 and we propose to do the same with 4 and
5. That's how those fit into the case.

MR. RATHNASWAMY: Your Honors, because a new
ground for adm ssion of this document has now been
submtted | would Ilike to respond. Rat her than now
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suggesting the original two grounds, it is suggested
this is relevant to the direct testimny or the
testimony as a whole of Dr. Cushler. In that case
this in essence is being offered as suppl ement al
direct or supplenmental rebuttal of

Dr. Cushler and that is not appropriate. It is not
rel evant to this witness' testimny and our overall
rel evance objections on the first two points which
were suggested as the grounds for adm ssion renmain.

MR. LERNER: | thought the first one was obvious
given the issue in this case involving energy
efficiency. If it wasn't, my apol ogies, but | think
in conversations among counsel everybody knew exactly
why we're moving to put these in.

MR. RI PPl E: Your Honors, if I may for 1 m nute,
| et me suggest a way it can be resolved. We are
having a mni argunent about an argunment that is
going to be decided at the end of this case on the
record. And on that nmuch of M. Lerner's argunents |
agree. He has witnesses, we've made objections on
just this ground on every one of them and we are
having a mni argunment about that now.
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So the suggestion | guess the
Conpany's prepared to make at this point is that you
take these objections with the case, just as you'll
have to take it with the case in connection with the
ultimate significance of Cushler's testinmony and
Jensen's testimony and the other testinonies of the
various witnesses on this subject the relevance of
whi ch is highly contested.

| don't think it serves our interests
well to ask your Honors to necessarily make a ruling
on that big issue now. We think these are legitimte
obj ections and they'll get argued on the record, |
think. So if it is acceptable, can you reserve
ruling on these exhibits and take themwith the
| arger issue in the case? You're, of course,
entitled to ask the witnesses questions about them
pendi ng the reservation of the ruling.

MR. LERNER: What we are going to wind up having
is holding the adm ssion of M. Jensen's testinony,
M. Cushler's testinmny, aspects of staff wi tnesses’
testimony and so forth.

Let me try to reach a way that | think
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gets to the sanme point. The Company at some point is
going to argue before the Comm ssion that the energy
efficiency matters ought not be part of the case
Why don't you just reserve the objection, we'll nove
Jensen's testinmony in, Cushler's testimony in, the
exhibits in. To the extent that the Conm ssion were
to find later that energy efficiency issues are not
appropriately part of the case, we would agree that
t hese would go out as would quite a bit of other
stuff. That way everybody's rights are preserved.

MR. RIPPIE: That's the functional equival ent of
what | said.

MR. LERNER: We then, subject to that
under st andi ng, nmove the adm ssion of ELPC Cross
Exhi bit 3.

MR. ROBERTSON: Your Honor, just for the record,
1 EC would join in the Company's objection as to
rel evancy. We don't have any additional argunments to
make.

JUDGE BRODSKY: Anybody el se?

MR. KELTER: Just | would |like to respond al so

then, please, because CUB thinks it's inportant that
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this gets in the record. And we believe that in an
adm ni strative proceeding it should be taken into
consi deration that the judges can wei gh the inportant
of the testimony and the merits of it for thensel ves,
but that the Comm ssion wants a conplete record and
that this should get in.

JUDGE BRODSKY: All right. Havi ng heard the
various arguments, the objection is overruled and at
this point, M. Lerner, you may proceed.

MR. LERNER: Your Honor, | understand then ELPC
Cross Exhibit 3 is admtted, correct?

JUDGE BRODSKY: That's correct.

(Wher eupon, ELPC Cross
Exhi bit No. 3 was

adm tted into evidence as
of this date.)

MR. LERNER: If | could turn to ELPC Exhibit 4,
which is Nicor's response to ELPC data request 1.03
BY MR. LERNER:

Q M. Gorenz, are you famliar with this data
request response?

A Yes.
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Q Is the informati on contained in this true
and correct to the best of your know edge?

A Yes.

Q Was it prepared under your direction or
supervi sion?

A Yes.

MR. LERNER: We'll nove the adm ssion of ELPC
Cross Exhibit 4, please.

MR. RATHNASWAMY: For purposes of the record,
your Honor, we renew our objections but will not
restate it.

JUDGE BRODSKY: M. Robertson.

MR. ROBERTSON: Just one additional thing here,
it appears to nme that we're in a situation where
we're having a witness testify as to the authenticity
of documents or information that is not relevant to

his testimony. Therefore, it would make it difficult

to cross exam ne himon this material, even if we had

been prepared to do so.
Now, this is material that the ELPC
and others could have put into the records through

their own witnesses. To place it into the record at
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this point in time and this fashion severely
prejudi ces other parties rights to prepare for cross
exam nati on and conduct cross exam nation on it
because this is not the witness who can testify to
the relevancy of the issue that is raised by
M. Lerner which relates to issues raised by other
wi tnesses in a case, other than this wi tness.
So anyway, | would renew the

obj ection, and add the additional grounds and |’
sit down and be quiet since you made your ruling.

JUDGE BRODSKY: Well, certainly to the extent
that the material is addressed to the current w tness
there will be an opportunity, | suppose, for further
testimony fromhim But in any case, consistent with
the previous ruling, the objections are noted for the
record, but otherw se overruled. M. Lerner?

MR. LERNER: And ELPC Cross Exhibit 4 so
adm tted; is that correct?

JUDGE BRODSKY: Yes.
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(VWher eupon, ELPC Cross
Exhi bit No. 4 was
adm tted into evidence as
of this date.)

BY MR. LERNER:

Q M. Gorenz, if I could direct your
attention, please, to ELPC Cross Exhibit 5 which
i nvol ves Nicor's response to ELPC data request 3.01.
Are you famliar with that document?

A Yes.

Q Was it prepared under your direction and
supervi sion?

A Yes.

Q s it true and correct to the best of your
know edge with regard to the information included
t herei n?

A Yes.

MR. LERNER: We would nove the adm ssion of ELPC
Cross Exhibit 5 and | understand some parties have
obj ections, sone parties support it and we won't al
restate our arguments.

MR. RATHNASWAMY: | f that's acceptable to, your
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Honor s.
JUDGE BRODSKY: | presunme that everybody is
taking the same position as they've just articul ated.
MR. ROBERTSON: That's correct.
MR. KELTER: Yes.
JUDGE BRODSKY: Well, then the ruling will be
consi stent as well.
MR. LERNER: So adm tted?
JUDGE BRODSKY: ELPC No. 5 is admtted and the
obj ections are noted for the record.
(Wher eupon, ELPC Cross
Exhi bit No. 5 was
admtted into evidence as
of this date.)
MR. LERNER: Thank you very nuch, we have no
further questions.
JUDGE BRODSKY: Does staff have cross for this
witness?
MR. FEELEY: Yes, just a few questions,

shoul dn't take long at all.

CROSS EXAM NATI ON
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BY
MR. FEELEY:
Q Good afternoon, M. Gorenz, my name i s John
Feel ey, | am one of the attorneys representing staff.
A Good afternoon.
Q If I could direct your attention to your

surrebuttal testimny, Exhibit 41.0, Page 28.

A ' m sorry, which page?

Q 28. You see Lines 614 through 620 there?

A Yes.

Q s it correct that those lines you indicate
that you disagree with staff Wtness Struck's
i nterest synchronization adjustment?

A That's correct.

Q And your basis for your disagreenment with
M. Struck's adjustment, is it correct that you
di sagree with the rate base ampunt and the wei ghted
cost M. Struck uses in his calculation?

A That's correct.

Q If I could refer you to your Exhibit 26. 1,
Schedul e 1. 03.

A ' m sorry, could you repeat the reference?
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Q Exhi bit 26.1, Schedule 1.03, it's on Page

1.
A ' m sorry, can you repeat that again?
Q It's 26.1, Schedule 1.03.
A Yes.
Q And do you have avail able or I can make

avail able to you M. Struck's Schedule 10.06 revised,
his interest synchronization adjustment, | have a
copy. Can | approach the witness?

JUDGE BRODSKY: Yes, you may.

BY MR. FEELEY:

Q | would like you to | ook at your Schedul e
1.03 to Exhibit 26.1 and M. Struck's schedule 10.06
revised. And woul d you agree that with the exception
of the input values for weight based and rated cost
of debt, your method of calculating the interest
synchroni zation adjustnment is the same as M.
Struck's met hod?

A Wth the exception of our differences for
rate based and wei ghted cost of debt, our methodol ogy
IS consistent.

Q And woul d you agree that the Comm ssion
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shoul d use that methodol ogy, which is the same for
you and M. Struck, to determne the final interest
synchroni zati on adjustment in this case, using the
rate base and wei ghted cost of debt the Conm ssion

finds is appropriate in the case?

A Yes.
MR. FEELEY: That's all | have. Thank you,
M. Gorenz.

JUDGE BRODSKY: Redirect?

MR. RATHNASWAMY: May | consult with the
wi t ness, your Honor ?

JUDGE ARI DAS: For what purpose? Are you aski
for a break?

MR. RATHNASWAMY: A break would be preferable.

JUDGE ARI DAS: We'll give you a few m nutes.

(Break taken.)

JUDGE BRODSKY: Redirect then.

MR. RATHNASWAMY: No redirect, your Honor.

JUDGE BRODSKY: Okay, thank you. Thank you,
M. Gorenz. (Wtness excused. )

(Wtness sworn.)

ng
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CHRI STI NE L. SUPPES,
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:

DI RECT EXAM NATI ON

BY
MS. FONNER:
Q Pl ease state your full name for the record,

spelling your |ast name.
A Christine L. Suppes, S-u-p-p-e-s.
Q Pl ease state your business address.
Ni cor Gas, 1844 Fairy Road, Naperville,
[1linois.

Q And you are enmployed at Nicor Gas Conpany?

A That is correct.
Q | n what capacity?
A | am vice president of sales and customer

care.

Q Are you the same Christine L. Suppes who
subm tted prefiled direct, rebuttal and surrebuttal
testimony in this proceeding?

A That is correct.
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Q Do you have before you what is marked as
Ni cor Gas Exhibit 38?

A | do.

Q And is that the surrebuttal testinony that
was submtted in this proceeding on your behal f?

A Yes, it is.

Q Was this testimony created by you or
prepared under your direction and control?

A Yes, it was.

Q If | asked you the same questions that are
contained in Nicor Exhibit 38 today would your
answers be the same?

A That is correct.

Q Turning now to Nicor Gas Exhibit 23, marked
as rebuttal testinmony of Christine L. Suppes, is this
in fact a true and accurate copy of the rebuttal
testimony submtted on your behalf in this
proceedi ng?

A Yes, it is.

Q Subject to any later corrections or updates
in your surrebuttal testinony, are all of the answers

stated therein true and accurate to the best of your
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ability and if | asked you the same questions today
t hat your answers would be the same?

A Yes, that's correct.

Q Does that hold true as well to the
attachments to Nicor Gas Exhibit 23, those being
Ni cor Gas Exhibit 23.1, 23.2 and 23.3?

A Yes, it does.

Q Turning to Nicor Gas Exhibit 7, the direct
testi mony of Christine L. Suppes, is this in fact a
true and accurate copy of your direct testinony that
was submtted in this proceeding?

A Yes, it is.

Q Subj ect to any subsequent corrections or
updates, if | ask you the same questions contained in
this document today, would your answers be the same?

A Yes, they woul d.

MS. FONNER: At this point I would move for
adm ssion of Nicor Gas Exhibits 7.0, 23.0, 23.1,
23.2, 23.3 and 38.

JUDGE ARI DAS: Are there any objections to the
af orementioned exhibits being admtted into the
record? Hearing none, they are so admtted.
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(Whereupon, Nicor Gas Exhibits
Nos. 7.0, 23.0 through 23.3 and
38 were adm tted into
evi dence havi ng been
previously marked on e-docket.)

JUDGE ARI DAS: Mr. Kelter, please proceed with
your Cross.

CROSS EXAM NATI ON
BY
MR. KELTER:

Q Good afternoon, Ms. Suppes, nmy nanme i s Rob
Kelter, I'mthe attorney for the Citizens Utility
Board. Turning to Page 2 of your direct testinony,
pl ease, at Line 37 of your direct, it indicates that
you're responsi ble for supervision of the call
center; is that correct?

A That is correct, | am responsible for the
call center.

Q Ms. Suppes, | would like for you to turn to
CUB data request 3.05.

A Go ahead.

Q You know what, can we go off the record for
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one second for a housekeeping matter?

JUDGE ARI DAS: Let's go off the record.

(Di scussion off the record.)

BY MR. KELTER:

Q Ms. Suppes, can you please turn to CUB
3.05?

A Yes.

Q In response to CUB 3. 05, you state that
Ni cor enpl oyees in the call center sell Comfort Guard
and heating ventilation air conditioning maintenance

and repair plans for Nicor Services, correct?

A Yes, that is correct.
Q Do Nicor Gas enployees in the call center
sell any simlar plans for compani es outside the

Ni cor fam|ly?

MS. FONNER: | just want to make it clear, since
now we're not talking about the data requests
thenmsel ves, that Nicor Gas Company has the same
general objection as it stated with respect to
M. D Alessandro's testimny that we object to this
entire line of questioning as being irrelevant to
these proceedi ngs and beyond the scope of
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Ms. Suppes' testinony.

MR. KELTER: Well, a couple things, one, | think
some of this will get sorted out when you rule on the
nmotion in |imne. But nunmber two, she does testify

that she runs the call center.

MS. FONNER: That's still beyond the scope. She
i ndi cated that she ran the call center. What you're
aski ng about is a particular data request responses
behi nd that that have nothing to do with her
testi mony.

MR. KELTER: Well, | don't know that she's
l[imted to the scope of her testinmny anyway, nunber
one. Number two, if it is somewhat related to her
testimony and | believe this is related to her
testi mony.

JUDGE ARIDAS: We'll | et you proceed on the sane
grounds as M. D Alessandro, narrowly tailored
guestions, keeping in mnd the pending notion.

MR. KELTER: Your Honor, with all due respect, |
don't know what you mean by keeping in mnd the
pendi ng motion. Once the notion is ruled on -- |
mean, | want to get all the questions |I want to ask
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about Confort

Guard

in today. ' m not

a chance to question the witness after

have severa

guesti ons

rel ated to Confort

JUDGE ARI DAS: Proceed.

BY MR. KELTER:

going to have

this.

So |

Guar d.

Q Ms. Suppes --
MR. KELTER: |I'm sorry, you don't have the | ast
guesti on handy, do you, that | asked her?

(Record read as requested.)

THE W TNESS: No, they do not.

BY MR. KELTER:

Q

state that

functi on,

A

Q

Guard, does Nicor

Guar d?

A

At Line 37 of your direct testimony, you

you are in charge of

correct?

That

For customers who sign up for

The billing of

Ni cor gas bill.

Q

i n ot her

I f a

wor ds,

is correct.

customer is

t hey fail

Conf ort

Gas do the billing for

in arrears with Nicor

to pay their

Conf ort

bill

Conf ort

Guard is on the

in the

t he Conpany's billing

Gas,
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entirety, when the customer makes a payment on the
amount due, what is the formula for allocating funds

bet ween Ni cor Gas and Nicor Services?

A | do not have that information here. | do
not know.

Q It's part of your responsibility, though,
correct?

A | am responsible for the billing function.

Q | s there sonmebody el se we shoul d ask that

gquestion?

A | don't know.

Q I f a customer owes noney to both Nicor Gas
and Nicor Services, and they don't pay the bill in
full, do you know how the billing system all ocates

funds between Nicor Gas and Nicor Services?

MS. FONNER: | believe that was asked and
answer ed. If | understood correctly, that was the
guestion that Ms. Suppes just answered that she did
not know.

MR. KELTER: | thought | worded it a little bit
differently.

JUDGE ARIDAS: 1'll sustain the objection.
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BY MR. KELTER:
Q Moving to Line 79 of your direct testinony,

you indicate that the Company has made numerous

investments in order to support or performbilling

functions, correct?

A Yes, that is correct.
Q Do any of these changes enhance the
Conmpany's billing for Confort Guard and HVAC

services?

A Not that | can think of today.

Q Then would it be your testimony that Nicor
Services -- does Nicor Services or other conpanies
that you bill for, do they benefit in any way from
t hose changes?

A |'"m sorry could you --

MS. FONNER: Objection, now we're even further
beyond the scope, now we're beyond Nicor Services,
now he's opening it up to all other Nicor affiliates,
apparently, which is not even consistent with what
M. Kelter indicated they wanted to have suppl enent al
direct testimny about.

MR. KELTER: | believe | had said Nicor
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Services, but the issue here is that there has been
an i nvestnment made by the company in its billing, a
dol I ar amount investment. What we're trying to find
out is whether that dollar amount investment was made
just for Nicor Gas or whether affiliates of Nicor Gas
al so benefit.

MS. FONNER: And | believe
Ms. Suppes just testified she was not aware of today
any of the billing investments and i nformation
technol ogy that would benefit Nicor Services.

MR. KELTER: | don't believe that's what she
testified to.

JUDGE ARI DAS: Overrul ed.

BY MR. KELTER:

Q Coul d you answer the question, please?

A Could you restate the question.

(Record read as requested.)

THE W TNESS: Today | cannot think of how they
benefit.
BY MR. KELTER:

Q Turning to Line 162 -- |I'msorry, Line 178,
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you state data is used to identify the | evel of risk

in the segment customer bal ances and payment habits,

correct?
A That is correct.
Q | s the data used in any manner by Nicor Gas

in determ ning which customers to offer Conmfort Guard
or other HVAC services to?

A The data fromthe credit project in that
Line 178 and 179 is not used for that purpose

Q Was the data shared in any way with Nicor
Services?

A No, it was not.

MR. KELTER: G ve me a second here because
t hi nk based on that response | can elim nate the next

few questions, but | want to make sure.

BY MR. KELTER:

Q Could you turn to Line 193, please

A Yes.

Q At Line 193, | believe it's accurate to
state that Nicor Gas' forecasted uncollectibles are

$30, 355, 000 for 2005, correct?
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A That is what's stated in ny direct
testi mony.

Q Does this amount include any money owed for
non-payment related to Conmfort Guard or HVAC

services?

A No, it would not.
Q | want to give you a hypothetical. I f a
customer's gas bill is $100, and that includes $4 for

Confort Guard, and the customer pays the rest of the
bill, other than that $4 for Confort Guard, is the
customer considered to be in arrears for purposes of
charging a |l ate fee?

A Could you run through that one nore time
for me?

Q Sur e. Say a customer owes $100. Four
doll ars of that is for Confort Guard. They pay the
ot her $96 -- they pay $96 on the bill. My question
is, is the customer considered to be in arrears for
purposes of charging a |ate fee when they' ve paid the
amount due to Nicor Gas?

A | believe as | had alluded to earlier on a
guestion, I'"'mnot famliar with the cash posting
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met hodol ogy that | believe you' re asking about.

Q And you said you weren't sure who was?

A That is correct.

Q Turning to Line 150 --

MR. KELTER: Your Honor, before we go to the
next question can | make an on-the-record data
request asking the Conpany to provide us with the
all ocation practice for partial payment for customers
who are in arrears?

MR. RIPPIE: M. Kelter can make a data request
at any time and it's subject to the rules.

JUDGE ARI DAS: You may do that.
BY MR. KELTER:

Q Turning to -- actually let's start at Line
146. There is a discussion in this paragraph of the
different tools that Nicor Gas uses for customers who

are delingquent, correct?

A That is correct.
Q Are those tools used -- does Nicor Gas
utilize those collection tools as outlined here to

coll ect noney owed Nicor services for Confort Guard?
A No, they do not.
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Q Turning to Line 215, you discuss payment
pl ans there, correct?

A That is correct.

Q When t he Conpany sets up a paynent plan,
does that include money owed Nicor Services for
Conmfort Guard and HVAC services?

A No, | do not believe it does.

Q Turning to data response CUB 3. 01.

MR. KELTER: | want to ask a question about one
of the bill inserts and | want to explain what |'ve
done, because there is a series of 20 to 30 bill
inserts in that exhibit. And | thought that the
easi est way to do this would be to plot the one that
I wanted to ask specifically about and mark it as an
exhi bit, even though -- a separate exhibit, even
t hough we're tendering all of those at once,
otherwise it's going to be hard to identify the
exhi bit and keep it straight.

MS. FONNER: We have no objection to that, the
rule of conpleteness is not an issue.

MR. KELTER: | just have one housekeepi ng
guesti on. I know we were asked to number the
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exhibits in order and we tried to coordinate that
with Cook County, but | think they submtted a cross
exhibit earlier; is that correct? This is CUB/ CCASO
Exhi bit 5 and Exhibit 6.

JUDGE ARIDAS: | believe this one is 6.

MR. KELTER: So this would be 6 and 7. They're
not properly marked. Can |, because of the problem
with the nunbering, can | do this, can | give themto
you for purposes of reference today and then bring in
them properly numbered tonorrow?

JUDGE ARI DAS: That's fine.

MR. KELTER: Okay |'m going to hand out two
exhibits. And I'Il ask --

BY MR. KELTER:

Q Just to set a foundation here, turning to
CuB 3.01, you did in fact include what will be
CUB/ CCSAO Exhibit 6.0 as a bill insert that was sent
to custonmers, correct?

A | believe if it's out of 3.01, that would
be correct.

Q And could you take a | ook at CUB
Exhi bit 6.0 -- CUB/ CCSAO 6.0 and CUB/ CCSAO
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Exhibit 7.0. The reason |I've given you both of these
exhibits is | believe that one is the same as the
ot her . The CUB Cook 6.0 is blurred and not clear, so

" mjust asking you to authenticate that this is the

same bill insert.
A | would need to go line by line in order to
tell you that these are the sanme. | can't answer

t hat questi on.

Q Well, could you do that, please?

MR. KELTER: It won't take long, all I'"mtrying
to do here is submt something that is clear because
6 is so blurry that it's difficult to read.

JUDGE ARIDAS: Well, is this the original? Wy
is this blurry?

MR. KELTER: Because that's what they submtted
to us.

JUDGE ARI DAS: That's what they submtted to
you, | see.

THE W TNESS: | believe the copy is the same.

BY MR. KELTER:

Q Thank you. And would you agree, subject to

check, that this bill insert was sent to customers in
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a Nicor gas bill in August 2004?
A | woul d be unable to tell you what nonth
this bill insert was inserted. It is set up at a

size that would go inside a Nicor envel ope. So

that's the best | can do.

Q Well, your answer to 3.01 describes this as
a solicitation by Nicor Gas affiliates that was sent
to Nicor Gas customers -- strike that question.

| asked that question subject to

check, so I'll ask a data request. Could you please
informus whether the -- whether that was in fact a
Ni cor gas bill insert and the date of it, please?

JUDGE ARI DAS: Are you making a formal on the
record data request?

MR. KELTER: Yes.

JUDGE ARI DAS: Okay, it's noted, proceed.
BY MR. KELTER:

Q Turning to your rebuttal testinony, please.
At Page 8, Line 163, you discuss the $340, 000
advertising expense described as branding, correct?

A That is correct.

Q Do you believe that such advertising
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benefits Nicor Services in any way?

MS. FONNER: Objection to the form of the
guestion. 340,000 is tal king specifically about
Ni cor Gas' share. | don't know that | understand M.
Kelter's question.
BY MR. KELTER:

Q You're right. Does the total -- in terms
of Nicor Gas' advertising expense described as
brandi ng, do you believe that branding provides

branding to Nicor Services?

MS. FONNER: 1'm going to object to this |ine of
guesti oni ng. It describes in Ms. Suppes' testinmony
the advertising is done at the Nicor, Inc. |level and
the branding is included in those affiliates. So

what we're tal king about in terms of branding as
related to Nicor Gas does not have any carry over to
Ni cor Services.

MR. KELTER: You know what, I'Il move on to
anot her questi on.
BY MR. KELTER:

Q At Line 179 you discuss the two factor test
for allocating advertising expenses, correct?
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A That is correct.

Q Coul d you pl ease define total asset
amount s?

A That is part of the formula in the
operating agreement for the allocation of this type
of an expense.

Q ' m sorry, that's nonresponsive. " m

asking if you know the definition of the term ASSET

amount s.
A | do not.
Q Do you know how gross payroll and total

asset ampunts are given weight in the fornula?

A | do not
Q Do you know who woul d?
A | woul d i magi ne someone i n our accounting

area.

Q But you don't. And that's the extent of
your know edge?

A That's correct.

Q Referring to CUB Exhibit 3.06G, Exhibit 1
you sponsored that subm ssion, correct?

A This was done -- | did sponsor this
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subm ssi on.

MS. FONNER: Just for clarification, if you're
tal ki ng about by sponsoring, not obviously for
pur poses of this proceeding, but rather --

MR. KELTER: |'m not going to ask her to testify
to the numbers in there, |I'm just going to ask a

coupl e sinple questions about definitions.

BY MR. KELTER:

Q | just have two quick questions. Could you
pl ease define the term automati ¢ moved contracts?

A | don't know specifically, | believe what
it is relates to a customer, the same customer going
from one | ocation within Nicor Gas to another
| ocation within Nicor Gas.

Q Can we just make that subject to check
then? And the same question about the definition of
Ni cor Services cc sal es?

A That would be the fifth colum?

Q Yes.

A | believe what that is is the Nicor

Services call center sales, Nicor Services.
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Q One final question. Well, maybe one. Are
you a Confort Guard custonmer?
A Yes, | am

MR. KELTER: 1 just have one other sort of

guestion for Nicor, | guess, it's alnmost a
housekeeping matter. But in terns of the data
requests that we made on the record today, will Nicor

stipulate to their admttance into the record once
they're answered?

MR. RIPPIE: | don't know yet.

JUDGE ARI DAS: | believe you made two on the
record.
MR. KELTER: | would Iike to -- |I'm asking Nicor

to stipulate to the adm ttance of both of those to
the record. Can you try and answer those before the
end of the hearing?

MR. RIPPIE: | don't know that either. | need
to go back and | ook at, amongst other things, the

orders in connection with the potential adm ttance of

wi t nesses on this. It was my understanding -- well,
| don't want to argue this. | cannot agree to this
at this time. If by end of hearing you mean end of
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the conmpl ete hearing mot hearing today, is that
correct, Rob?

MR. KELTER: You know what, | just want a
reasonable time before the briefs are due.

MS. FONNER: We can have a discussion and an
answer for you by the conclusion of the hearing.

JUDGE ARI DAS: By next Friday an answer as to
whet her or not it --

MS. FONNER: Whether we will be answering the
data requests.

MR. RIPPIE: | suspect, in fact, a great deal of
the answer to this will be driven by the ruling that
will occur on Monday.

JUDGE ARI DAS: Fair enough.

MR. KELTER: Yeah, | don't have any problem with
that. Because in fact 1'l|l agree now that if the
ruling i s against us on Monday and this is thrown out
that we will withdraw the requests and you don't have
to rule on them

JUDGE ARI DAS: Are you finished with your cross?

MR. KELTER: Yes.

JUDGE ARI DAS: Does anybody el se have any cross?
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Redirect? Ms. Fonner?
MS. FONNER: A moment, your Honor.
REDI RECT EXAM NATI ON
BY
MS. FONNER:

Q Very briefly. Ms. Suppes, does Nicor
service pay Nicor Gas for billing services?

A For billing services to be on the bill, is
t hat what you nean?

Q That's correct.

A Yes, they do.

Q | s that set forth anywhere such as a Nicor
Service tariff, to your knowl edge?

A To my know edge, | don't know exactly where
that's stipul at ed.

Q If I could hand the witness a term sheet
LCC No. 16 Gas Second Revi sed Sheet No. 52.5.

MR. KELTER: Could you do just a little bit
better job of identifying what that is for the
record?

MS. FONNER: |'m sorry, it's a tariff filed in
this proceeding that covers billing services.
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JUDGE ARI DAS: Reread the nunber in.

MS. FONNER: |I'm sorry, | tried to read that,

may have not spoken

THE W TNESS: |

Revi sed Sheet No. 52.

directly into the m crophone.

t is the LCC

No. 16 Gas Second

5. At the bottom of the page

refers to in the terms and conditions third party

billing service.

BY MS. FONNER:

Q Let me reask ny question. To your

knowl edge, is there anything that would cover

Gas' billing to Nicor

on the Nicor gas bi

Servi ces for

|? Strike that.

| s there any conpany tariff that

specifies charges to be billed for line items that

appear on the Nicor

not provided directl

gas bill for

It

Ni cor

containing itens

services that were

y by Nicor Gas?

A It indicates on here that the fee for

billing and paynent

processi ng wi

Il be 25 cents per

bill based on the terms and conditions.

Q Wth respect

regardi ng solicitati

these seem to be of

to CUB/ CCSAO Exhibits 6 and 7,

ons, | believe you indicated that

the size that

woul d have been
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included in as Nicor gas bill inserts; is that

correct?
A That is correct.
Q Does Ni cor Gas provide bill inserts to any

ot her conpani es?

A Ni cor Gas provides this service to third
parties that are interested in this service.

Q And when you say third parties, is that
l[imted to Nicor Gas Conpany affiliates?

A It is not limted to affiliates.

MS. FONNER: | have nothing further.

JUDGE ARI DAS: Recross?

MR. KELTER: G ve us one second.

MS. DOSS: | have one quick question.

CROSS EXAM NATI ON

BY
MS. DOCSS:
Q Wth respect to the 25 cents per bill, when

you were |looking at the tariff, you were reading from
the tariff, correct?

A | was reading fromthe terms and
conditions, yes.
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Q You had no i ndependent know edge of that,
correct?

A | believe |I've been aware of it, | wasn't
t hi nki ng about it when | was asked the question.

Q So are you saying now that you do have

know edge of that?

A | believe | am aware that that is the
billing charge for this service.
Q And do you know if it refers to Nicor

Services?

A | believe it does.

Q And you're stating that now that's your
testi mony today?

A | believe it does, yes.

Q You believe it or are you saying that's
your testinmony?

MS. FONNER: Object to the form of the question.
BY MS. DOSS:

Q Are you specul ating or are you saying that
you support that as being your testinmony or is it
specul ati on?

A | believe it does.
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MS. DOSS: Your Honor, | would strike the
answer, | think she's specul ating.

JUDGE ARI DAS: Rephrase your question. What are
you asking her exactly?

MS. DOSS: | just want to know when she read the
tariff, was that refreshing your memory or was it a
matter of --

JUDGE ARI DAS: As to what, Ms. Doss?

MS. DOSS: The 25 cents per bill for third party
billing.

MS. FONNER: | think we've already been through
that, asked and answer ed.

MS. DOSS: He asked nme to rephrase it.

JUDGE ARI DAS: Are you asking her if that's what
t he charge is?

MS. DOSS: No, |'m asking her does she have
i ndependent know edge of it. Because it seens |ike
she was specul ating, she just saw it and read it and
that's what it seems |ike she did.

MS. FONNER: Ms. Suppes was clear that she knew
that third parties were billed and she | ater

i ndi cated that having seen the tariff refreshed her
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recol |l ection, which is exactly the purpose for which
it was shown to her and offered.

MS. DOSS: Well, | think all she did was it's a
tariff, it's filed. | see no reason for the
testimony, it should be stricken.

JUDGE ARI DAS: All right, 1'"mgoing to overrule
your objection, Ms. Doss. Any nore recross?

MR. KELTER: No, your Honor.

JUDGE BRODSKY: Any nore direct?

MS. FONNER: No, your Honor.

JUDGE ARIDAS: Is there anything else to come
before us today? |If not we're going to continue this
to 9:00 a.m tonmorrow norning.

(Whereupon the above-entitled
matter was continued to May 20th,

2005 at 9:00 o'clock a.m)
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